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i Foreword
Foreword
Integrity, transparency and accountability remain at the centre of good public sector governance 
and it is important for public sector agencies to make appropriate investments in systems and 
activities that support effective management. 
In this context, it is our experience that better practice entities consider an appropriate level of 
investment in internal audit to be an important business decision. These entities recognise that 
a well-resourced and effective internal audit function can play a key role in their governance 
arrangements. By providing assurance on the effectiveness of an entity’s internal control 
environment and identifying opportunities for performance improvement, internal audit can make a 
valuable contribution to achieving an entity’s objectives and to managing the entity’s risks. 
The responsibilities of internal audit vary considerably across public sector entities, as do internal 
audit organisational arrangements and the way internal audit services are delivered. This is to 
be expected, given the nature, size and complexity of the public sector. However, as this Guide 
highlights, there are a range of key elements of better practice that all internal audit functions should 
demonstrate. These include operational independence, appropriate positioning within an entity’s 
governance framework and a close alignment of the internal audit program to the entity’s objectives 
and risks.
The Guide, which has a public sector orientation, is intended to be a reference document for 
Chief Executives, Boards, members of Audit Committees, managers with responsibility for internal 
audit activities, and internal audit staff. As with all the ANAO’s Better Practice Guides, each entity 
is encouraged to use the Guide to identify, and apply, better practice principles and practices that 
are tailored to its particular circumstances. 
This Guide updates and replaces the Guide issued by the ANAO in 2007. While many of the 
principles remain the same, the role of internal audit has continued to evolve over time. Internal 
audit and Audit Committees both play important roles in the good governance of public sector 
agencies. Accordingly, this Guide complements the ANAO’s Better Practice Guide—Public Sector 
Audit Committees issued in September 2011. 
 
Ian McPhee 
Auditor-General
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Better practice attributes of an internal audit function
A better practice internal audit function:
 f Has the confidence and visible support of key stakeholders including the Chief Executive, 
the Board (where applicable), the Audit Committee and senior management.
 f Is operationally independent: that is, internal audit is independent from the activities 
subject to audit.
 f Has a well-developed strategy that clearly identifies internal audit’s role and responsibilities 
and contribution to the entity’s broader assurance arrangements. 
 f Has sufficient financial resources and staff and access to contractors when appropriate, 
with the necessary skills, experience and personal attributes to achieve the contribution 
expected of internal audit.
Operationally the function:
 f Is business-focused and has audit plans that are comprehensive and balanced, and are 
aligned to the entity’s risks.
 f Undertakes all audits in accordance with specified professional standards.
 f Provides an annual assessment, based on internal audit work undertaken, of the 
effectiveness of the entity’s system of internal controls.
 f Advises the Audit Committee and entity management of patterns, trends or systemic 
issues arising from internal audit work.
 f Disseminates lessons learnt from its work, and from external audit, to relevant areas of 
the entity to contribute to organisational learning.
 f Regularly informs the Audit Committee of progress in the implementation of agreed 
internal and external audit and other relevant report recommendations.
 f Facilitates communication between external audit and entity management, where 
appropriate.
 f Actively manages any external service providers.
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1 Introduction
1.1 Internal audit
Public sector managers operate in a complex and challenging environment. This, in part, reflects 
the evolving demands and expectations of the community, government and the Parliament. Internal 
audit is an important element of the range of resources and mechanisms available to public sector 
managers to assist them to meet their responsibilities1 within this environment.
Internal audit2 provides an independent and objective review and advisory service to:
 f provide assurance to the Chief Executive and/or Board that the entity’s financial and operational 
controls designed to manage the organisation’s risks and achieve the entity’s objectives are 
operating in an efficient, effective, economical and ethical manner; and
 f assist management in improving the entity’s business performance.
Internal audit is one of a number of internal assurance and business review activities that should 
operate in a coordinated and complementary manner to the benefit of the organisation. These 
other activities include management monitoring, evaluations, quality assurance and control 
self-assessment arrangements that are all designed to provide confidence and assurance to 
Chief Executives and/or Boards that management is meeting its responsibilities and the entity is 
achieving its objectives.
Internal audit’s relationship with the entity’s Audit Committee is an important one, and they both 
contribute to good governance of Australian Government entities. The establishment of an Audit 
Committee is a requirement under both the Financial Management and Accountability Act 1997 
(FMA Act) and the Commonwealth Authorities and Companies Act 1997 (CAC Act). A similar 
legislative requirement does not exist for internal audit functions. However, revised regulations 
under the FMA Act, which took effect from 1 July 2011, outline the responsibilities that an Audit 
Committee has in relation to internal audit, further strengthening the relationship between Audit 
Committees and internal audit in providing assurance.3
There is no universal model for the establishment of an internal audit function in an entity. However, 
in general terms, a better practice internal audit function should have access to and be accountable 
to the Chief Executive or Board; be led by an appropriately senior manager; have a strong and 
effective relationship with the entity’s Audit Committee; and be operationally independent.
1 Under the Financial Management and Accountability Act 1997 the Chief Executive is responsible for managing the affairs 
of the entity in a way that promotes the efficient, effective, economical and ethical use of Commonwealth resources for 
which the Chief Executive is responsible. Under their enabling legislation, the Boards of Commonwealth authorities and 
companies subject to the Commonwealth Authorities and Companies Act 1997 are generally similarly responsible for the 
efficient and effective use of Commonwealth resources.
2 The Institute of Internal Auditors (IIA) defines internal auditing as ‘an independent, objective assurance and consulting 
activity designed to add value and improve an organisation’s operations. It helps an organisation accomplish its objectives 
by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control and 
governance processes’. The International Organisation of Supreme Audit Institutions (INTOSAI) defines an internal audit 
function as ‘the functional means by which the managers of an entity receive an assurance from internal sources that the 
processes for which they are accountable are operating in a manner which will minimize the probability of the occurrence 
of error, inefficient and uneconomic practices, or fraud’ (INTOSAI GOV9100 and 9150).
3 The functions and roles of an Audit Committee are explained in ANAO, Better Practice Guide—Public Sector Audit Committees, 
August 2011, pp. 5–14. The specific responsibilities in relation to internal audit are also discussed in section 3.4 of this Guide.
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1.2 Terminology 
For ease of reference and presentation, the following terms are used in this Guide: 
‘Entity’ refers to public sector organisations subject to the Financial Management and 
Accountability Act 1997 and the Commonwealth Authorities and Companies Act 1997.
‘Chief Executive’—entities established by the FMA Act are headed by a Chief Executive, who 
is accountable for managing the entity in a way that promotes proper use of Commonwealth 
resources.
The term ‘Board’ is used for entities established under the CAC Act where there is a collective 
responsibility and accountability for the operation of the entity. 
An ‘Audit Committee’ is a committee established to provide an independent source of assurance 
and advice to the Chief Executive or Board. Audit Committees do not have management 
responsibilities and are not a substitute for management controls and accountabilities.
The term ‘Head of Internal Audit’ is used as a general term to describe the position in an entity 
that has been assigned responsibility for the effective performance of the internal audit function. 
Public sector entities vary in their size, operations and the model used to deliver internal audit 
services. Accordingly, different terms are used in different entities to describe the position of 
Head of Internal Audit, including Chief Internal Auditor and Chief Audit Executive. It is a matter 
for entities to determine the most appropriate terminology to adopt in relation to this position. 
However, it is important that the position is a sufficiently senior one within the entity so that 
internal audit is a credible and accepted element of an entity’s governance arrangements. Where 
an entity has chosen an outsourced model of internal audit service delivery, it is particularly 
important that overall responsibility for the function is allocated within the entity at a senior level.
In this Guide, internal audit review activities cover two broad categories:
•	 ‘Assurance Services’—the objective examination of evidence for the purpose of providing 
an independent assessment on governance, risk management, and control processes. This 
could include reviews of entity policies, programs, operations, internal controls, management 
information, governance frameworks and information technology systems.
•	 ‘Advisory Services’—these are advisory and related client service activities, the nature and 
scope of which are agreed with management. This could include: advice to management 
regarding existing, proposed or revised processes, procedures and information technology 
systems; risk management and fraud control facilitation; coordination and training; observer 
status on management committees; and the provision of other formal or informal advice.
Additionally, internal audit resources can be applied to:
•	 ‘Internal audit support activities’—these are activities associated with internal audit or 
managing the internal audit function. This could include: developing the entity’s internal 
audit strategy and associated internal audit work plan; providing support services to the 
Audit Committee; monitoring the implementation of agreed internal and external audit report 
recommendations and those of Parliamentary Committees and other bodies; internal audit 
staff management and training and liaison with the external auditor.
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•	 ‘Non-audit activities’—these are activities where internal audit undertakes management 
responsibilities. This could include: membership of management committees; the formulation 
of risk management and fraud control plans; and the conduct of fraud investigations. 
‘Type of audit’ is a means of classifying the primary focus or orientation of an internal audit. 
The two types of audit referred to in this Guide are:
•	 compliance: that the operations under review are complying with legislative requirements, 
government or entity policy and procedures, and systems of internal control; and
•	 performance improvement: aimed at improving the efficiency and effectiveness of the 
program or operations under review.
1.3 Application of the Guide
The principles and practices outlined in this Guide are generally applicable to all public sector 
entities but, as with all ANAO Better Practice Guides, each entity is encouraged to consider the 
principles and practices in light of its own circumstances and to tailor them appropriately.
1.4 Structure of the Guide
The Guide is divided into the following three parts: 
Part 1 Better practice principles and considerations. 
Part 2 Model internal audit charter. 
Part 3 Internal audit toolset. 
1.5 Acknowledgements
The ANAO would like to express its appreciation to the entities and individuals who have contributed 
their views and experience to the update of the Guide. 
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2 Roles and responsibilities of internal audit 
2.1 Introduction
Internal audit is an integral part of the corporate governance framework that entities establish to 
manage their risks and achieve their objectives. 
It is important that the position internal audit occupies in the governance framework, and the role it 
plays, is determined by the particular assurance needs of the entity. It is also important to ensure 
that the internal audit function effectively complements the work of other assurance and review 
providers. 
2.2 Internal audit independence and objectivity
A distinguishing feature of internal audit is its independence. Internal audit is independent in the 
sense that it is not subject to the authority of the areas of the entity it audits. This independence, best 
described as ‘operational independence’, assists in ensuring that internal audit acts in an objective, 
impartial manner free from any conflict of interest, inherent bias or undue external influence. 
However, internal audit is not independent of the organisation in the same way as the external audit 
function is. It provides a service to management, reports to the Audit Committee and is ultimately 
accountable to the Chief Executive or the Board for the achievement of its objectives and the use 
of its resources. 
A number of practical measures can be taken to reinforce the operational independence of internal 
audit. These include: 
 f internal audit reporting functionally to the Audit Committee and being accountable to the 
Chief Executive of an FMA Act entity, or to the Board of a CAC Act entity; 
 f the Head of Internal Audit having direct access to the Chief Executive and/or the Chair of the 
Board, and the Chair and other members of the Audit Committee; 
 f periodic meetings between the Head of Internal Audit and the Audit Committee without other 
parties being present;
 f any change to the position of the Head of Internal Audit, or an external service provider, being 
approved by the Chief Executive (or the Board, in the case of a CAC Act entity) in consultation 
with the Audit Committee; and 
 f ensuring that internal audit has no management responsibilities4 that conflict with its primary 
role. 
Internal audit independence is reinforced by specifying these arrangements in an internal audit 
charter. 
Objectivity is a required attitude for the delivery of internal audit services. It is a condition that allows 
internal auditors to judge matters on the evidence without the influence of personal considerations. 
Objectivity may be impaired if auditors have previously been responsible for a function subject to 
review or have close personal or financial relationships with individuals whose work is under review.
Objectivity is reinforced by the rigorous application of professional standards and by the vigilance 
of the Head of Internal Audit and individual internal auditors.
4 Where internal audit is allocated executive or line management responsibilities, appropriate safeguards should be in place 
to ensure such responsibilities can be reviewed objectively.
Operational 
independence 
is a defining 
feature of 
better practice 
internal audit 
arrangements.
Objectivity 
is a required 
attitude for 
the delivery 
of internal audit 
services.
Better practice 
internal audit 
arrangements 
provide for 
the Head of 
Internal Audit 
to be directly 
accountable 
to the Chief 
Executive 
or Board. 
5 
Pa
rt
 1
Chapter 2—Roles and responsibilities of internal audit 
Reporting lines
As noted above, independence is enhanced where internal audit reports functionally to the Audit 
Committee.5 In the case of an FMA Act entity, it is better practice for the Head of Internal Audit to 
be directly accountable to the Chief Executive. Similarly, in the case of a CAC Act entity, the Head of 
Internal Audit would be expected to be accountable to the Board, or a delegate of the Board, such 
as the Chair of the Audit Committee.6 In some cases, Chief Executives may choose to delegate 
administrative responsibilities for internal audit. Where this occurs, it is better practice to ensure that 
the delegate is a senior manager of the entity.
These reporting lines are illustrated below.
Figure 1—Internal Audit Reporting Lines
FMA Act Entity CAC Act Entity
Administrative
Delegate
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Administrative
Delegate
Audit
Committee
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Chief Executive/
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Chief Executive 
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The extent to which the Chief Executive or Board may wish to delegate administrative 
responsibilities (such as travel approvals for the Head of Internal Audit) to a senior executive in 
the entity is a matter to be determined by each Chief Executive or Board. When administrative 
responsibility for internal audit is delegated, it should be to a senior manager who demonstrates 
a commitment to the internal audit function and has, to the extent possible, no actual or perceived 
conflict of interest. It is generally recognised that, because the audit of financial systems 
and controls will usually feature prominently in internal audit coverage, and the Chief Financial 
Officer (CFO) commonly has a prominent role in determining budget allocations, assigning 
responsibility for the internal audit function to the CFO creates an actual or perceived conflict 
of interest. 
5 However, there may be occasions when the Chief Executive or Board needs to be alerted quickly if there is an urgent major 
issue. This can be done directly or through the Chair of the Audit Committee.
6 With direct access to the Chair of the Board, as necessary.
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2.3 Internal audit standards and values 
Standards 
It is important that internal audit work is conducted in accordance with recognised professional 
standards. Such standards assist in: 
 f providing confidence in the quality and consistency of the work that has been conducted;
 f guiding the work of auditors;
 f delivering auditing services in an effective and efficient way; and
 f establishing requirements and benchmarks against which to measure the performance of 
internal audit.
While there is no legislative or policy requirement for internal audit in the Australian Government to 
comply with any particular professional standard, FMA Regulation 22C(4)(f) requires that the Audit 
Committee advise the Chief Executive about the professional standards to be used by internal 
auditors in the course of carrying out audits.
The most recognised set of standards is the International Standards for the Professional Practice 
of Internal Auditing.7 The Australian Auditing Standards (ASAs) may also be relevant in some 
engagements. The standard(s) chosen by the entity should be included in the internal audit charter 
and in the internal audit manual, and in any contract with an external service provider where all or 
part of the internal audit services are contracted out.
To give operational effect to the application of the specified standards, it is better practice for a 
form of certification to be included in each internal audit report that the audit has been conducted 
in accordance with the standards specified by the Audit Committee.
Values
Australian Public Service values and/or those of the entity will also be relevant to the work of internal 
audit and the conduct of internal audit staff, and should be specified in the internal audit charter, 
as appropriate.
2.4 Determining the role of internal audit
An important decision for each entity to make is deciding what role internal audit should play as part 
of its governance framework. Generally, this should be considered in the context of:
 f organisational and environmental factors; and
 f specific internal audit considerations.
Organisational and environmental factors 
Internal audit is one of a number of assurance8 and review activities within an entity. Other internal 
assurance elements of this framework can include management monitoring, business improvement 
reviews, risk management processes, quality assurance arrangements and control self-assessment 
processes. There are also external assurance activities such as external evaluations and the audits 
of the Auditor-General, although the audits undertaken by the Auditor-General do not form part of 
the entity’s control framework.
7 The Institute of Internal Auditors (IIA), International Professional Practices Framework contains The International Standards 
for the Professional Practice of Internal Auditing, the Code of Ethics and a range of guidance documents. Many internal 
auditors working in the Australian Government or for private sector service providers are members of the IIA. They are 
required by their membership to comply with these standards and the Code of Ethics, to the extent that they are not 
inconsistent with the law.
8 In this context, ‘assurance’ is as defined in Australian Standards HB 158:2010 as a process that provides a level of 
confidence that objectives will be achieved within an acceptable level of risk.
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This framework is illustrated below.
Figure 2—Comprehensive Assurance Framework
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Assurance mapping can help an Audit Committee obtain the necessary confidence in the entity’s 
governance, risk management and control processes9 by presenting a broad entity-wide perspective 
of the assurance ‘landscape’. To maximise the effectiveness of internal audit, its role should be 
considered in the context of other elements of an entity’s assurance framework so that internal 
audit complements, rather than duplicates, the responsibilities of others. It is equally important to 
ensure that the role of internal audit is not displaced by these other functions or that, to the extent 
possible, there are no significant gaps in the entity’s assurance framework.
In establishing the roles of internal audit, entities should ensure that the operational independence 
of the internal audit function is not compromised by allocating it management responsibilities 
that conflict with its primary roles. In situations where internal audit does undertake management 
responsibilities, appropriate safeguards should be put in place to address any resultant conflict of 
interest. Internal audit’s effectiveness should also be safeguarded by ensuring that its resourcing is 
commensurate with its responsibilities.
Specific internal audit considerations 
In deciding on the activities internal audit will undertake, it is better practice to consider the 
following factors: 
 f the nature of assurance it will provide;
 f the advisory services it will provide; 
 f internal audit support activities, including support for the Audit Committee;
 f any non-audit activities; 
 f assurance from other sources;  
 f responsibilities in relation to external audit; and
 f defining the internal audit service.
These matters are discussed in more detail in the following section. 
9 See Financial Management Act Regulation 22C(4).
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Nature of assurance provided 
The classification of audits based on identifying the primary orientation or focus of an audit is a 
useful way for the Audit Committee to assess the balance of the proposed internal audit work plan. 
Within the broad framework of the provision of assurance services, internal audits are classified in 
this Guide as either audits with a compliance orientation, or a performance improvement orientation. 
In classifying audits, it is recognised that individual audits will often have multiple objectives that are 
designed to provide, for example, assurance regarding compliance, as well as to identify business 
improvement opportunities. In addition, whatever the particular focus or objective of individual 
audits, internal audit should always be alert to opportunities to optimise controls, identify non-
compliance, and improve business performance in the conduct of its work.
It is usual practice to expect the internal audit function to provide a conclusion or assessment in 
relation to the objectives of individual internal audits. It is also reasonable to expect internal audit 
to be able to draw out any broader learning about subject areas in which they have performed a 
number of reviews.
Compliance audits
Under public sector governance arrangements, management is responsible for:
 f complying with relevant legislation, and government and entity policy;
 f designing, operating and monitoring business processes to achieve the entity’s objectives; and
 f identifying risks related to achieving those objectives, and developing, implementing and 
monitoring controls to manage the risks.
It is generally accepted that a key role of internal audit is to review an entity’s systems of internal 
control and provide independent assurance to the Chief Executive or Board, through the Audit 
Committee, that an entity’s internal controls are adequate and effective. While, historically, this has 
particularly applied to financial system controls, better practice internal audit functions direct their 
activities to the most significant risks of the entity and the controls in place to manage them.
Compliance audits may be in relation to particular issues such as: legislative requirements, 
government and entity policies; the accuracy and integrity of management information; compliance 
with procurement and contracting requirements; and adherence to ethical standards. They may 
also form a series of reviews contributing to an internal audit opinion.
Some examples of audits that fall under the broad category of compliance audits are discussed 
below.
Certificate of compliance/compliance report
Chief Executives and Boards of entities subject to the FMA Act and the CAC Act report annually 
on the financial management and operations of the entity. This report includes compliance with 
the FMA Act by providing a completed Certificate of Compliance or, in the case of a CAC body, a 
Compliance Report to the responsible portfolio minister each year.10
It is expected that Chief Executives and Boards have processes and controls in place to provide 
reasonable confidence that the entity is complying with the requirements of the financial management 
framework. These processes and controls should be within the routine control framework of the entity.
Internal audit could usefully play a number of roles in relation to an entity’s Certificate of Compliance/
Compliance Report responsibilities. For example, internal audit could conduct a series of compliance 
reviews on key elements of the control framework (such as specific financial controls, management 
10 See Finance Circular 2011/07 for FMA Act agencies and Finance Circular 2008/05 for CAC Act bodies.
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Chapter 2—Roles and responsibilities of internal audit 
control self-assessment processes, if applicable, or program controls) and, as a consequence, be able 
to provide a formal opinion in support of the entity’s Certificate of Compliance or Compliance Report.
Assessment of the control environment
Similarly, internal audit could prepare an assessment of the overall adequacy and effectiveness of an 
entity’s systems of internal controls based on the results of the internal audit work conducted during 
the period. Internal audit usually conducts a number of audits each year that assess the effectiveness 
of the internal controls operating in a range of individual financial or business processes: for 
example payroll, grant acquittals, procurement or information technology applications. The results 
of individual audits are reported to the Audit Committee at the conclusion of each internal audit. 
Better practice internal audit functions are, however, increasingly being tasked with providing the 
Audit Committee with an overall assessment of an entity’s internal controls and control environment, 
based on the internal audit work undertaken. Such an assessment, when included into the design 
of the internal audit work plan, can be used by the Chief Executive and/or Board and the Audit 
Committee to determine the level of confidence they have in the entity’s control environment.
An analysis of systemic issues
One of the responsibilities of an Audit Committee in an FMA agency is to review internal audit 
reports and provide advice to the Chief Executive on significant issues identified and on opportunities 
for improvement.11
Internal audit can assist the Audit Committee by collating the results of individual audit assignments 
and providing a periodic summary report to the Audit Committee on audit findings and identifying 
any systemic issues or trends. This analysis may be based on a series of reviews or on the internal 
audit work plan as a whole.
Internal audit can also be well placed to undertake an analysis of the results of reviews conducted 
by other internal and external assurance providers. This might include reports on the results of 
reviews such as compliance with its service charter, the results of control self-assessment reviews, 
the findings from quality assurance reviews, and the results of information technology system 
control monitoring or workplace health and safety reviews. Providing a report in this way can assist 
the entity to better coordinate the work of different assurance providers and assist in identifying 
systemic issues arising out of the range of assurance work that is commonly conducted in entities. 
This whole-of-entity perspective could be used to further help inform risk identification and any 
necessary management action.
Such overall assessments are not a substitute for regular management reporting and the 
cost-effectiveness of preparing such reports should be taken into account as part of any decision 
to task internal audit with their preparation.
Performance improvement audits 
It is generally accepted that internal audit provides assurance on compliance with procedures and 
systems of internal control, and is also well placed to assist management to improve business 
performance. The objective of such assistance could include suggestions to improve the economy, 
efficiency and/or effectiveness of an entity’s programs and operations in areas such as improving 
service delivery, better contract and project management, eliminating waste, reducing costs or 
increasing revenue. The scope could cover all of the operations of the entity or be targeted to a 
narrower set of activities associated with internal audit’s assurance role, such as matters related to 
governance, controls or risk management.
11 Financial Management Act Regulation 22C(4).
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Advisory services 
Internal audit can also provide valuable advice to entity management and staff to assist them in 
managing the entity’s risks in respect of programs, systems and processes, risk management 
processes and fraud control. Such advisory activities can take a variety of forms including: advice 
on systems of internal control, processes, procedures and policies; attending management 
meetings as an observer; training managers and staff; or providing informal advice in response to 
ad hoc management requests. 
In providing advice to management, care should be taken to maintain the operational independence 
of internal audit and not put at risk its impartiality and objectivity. Internal audit can offer suggestions 
and recommendations, but it is up to management to accept or not accept that advice. If 
management accepts the advice, it is then the responsibility of management, not internal audit, to 
implement the advice and be accountable for its implementation. In this situation, internal audit’s 
independence can be reinforced by including appropriate reference in the internal audit charter 
that distinguishes internal audit’s role from that of management in relation to the provision of 
advisory services. 
New programs, systems and processes 
Another area where internal audit can be of particular assistance to entities is in the implementation 
of new government programs, systems or processes, as these present additional risks for 
entities that need to be identified from the outset and managed early. Internal audit often has a 
wide knowledge of the entity and can apply that knowledge together with their expertise in 
assessing control processes, for example, by assisting with the design of controls for new or 
proposed processes or systems. Internal audit can offer advice and assistance at various stages 
of project implementation. Such guidance could include: advice on the design of financial and 
other controls or, where outsourcing or other contracts may be involved, issues concerning the 
appropriate procurement method, tender evaluation, and probity issues.12 The introduction of 
new information technology systems can also be a particularly high-risk activity and the early 
involvement of internal audit can generate significant benefits by bringing internal audit’s specific 
control expertise to the task.
To maximise the benefits of such assistance it is important that internal audit is responsive to the 
needs of management for timely advice and has suitable arrangements in place to report on a 
real-time basis.13 In all cases, however, it is important that the responsibility for determining whether 
the controls are adequate for the risks remains with management.
Continuous auditing 
The widespread use of major information technology systems to support service delivery and 
regulatory functions, particularly the processing of large numbers of payments and receipts, and 
a desire by internal audit to be increasingly proactive, has led a number of better practice entities 
to incorporate processes of ‘continuous auditing’ into internal audit activities. Under such an 
approach, major information technology systems are interrogated on a regular and frequent basis 
with the aim of identifying anomalies or transactions that are outside predetermined parameters and 
justify further examination. While this process is best seen as a routine management control, the 
opportunity exists for such systems to be established by internal audit and, over time, transferred 
to management. Internal audit might remain responsible for reviewing management’s actions 
in response to any anomalies identified or may build a review of the process into its assurance 
program. 
12 It is better practice that internal audit is not the initial probity advisor.
13 Such arrangements will also usually involve periodically reporting on a summary basis to the Audit Committee.
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Chapter 2—Roles and responsibilities of internal audit 
In deciding if a continuous auditing approach is appropriate for an individual entity, consideration 
should be given to the costs and benefits involved and the capabilities required.
Risk management 
Risk management is an essential part of effective public sector governance. While ultimate 
accountability for the management of risk rests with the Chief Executive/Board, assurance will 
generally be sought from the Audit Committee that appropriate and effective risk management 
arrangements are in place. Among other activities aimed at reviewing aspects of an entity’s risk 
management framework, Audit Committees would normally review internal audit coverage and 
ensure that the internal audit work plan is aligned with the entity’s risk.14
More broadly, given its expertise in risk and control assessment, together with its experience in 
reviewing activities across the organisation, internal audit will often be well placed to assist the 
entity to develop and monitor its risk management framework. Internal audit’s role can include: 
reviewing management’s risk assessments and associated risk mitigation controls and actions; 
 f providing independent assurance over risk management processes, in particular, reporting 
against the achievement of control strategies; 
 f providing an opinion on the overall effectiveness of the entity’s risk management framework; 
 f providing formal training and risk management advice to managers; and
 f facilitating or coordinating risk management processes in the entity. 
The role that internal audit can play in developing and maintaining an entity’s risk management 
framework will be influenced by the maturity of the framework and the extent that risk management 
is embedded in day-to-day operations. This is likely to change and evolve over time as the risk 
management framework matures. For example, entities that have some way to go with the 
introduction of their risk management framework may give internal audit a key role in assisting 
management to identify risks and develop appropriate strategies, and monitoring and reporting 
arrangements. On the other hand, where entities have in place a robust and mature risk management 
framework that operates throughout the organisation, and where management strategies are 
monitored at senior levels, internal audit’s role might be more focused on providing independent 
assurance on the effectiveness of the mitigation strategies and/or an assessment of the overall 
effectiveness of the framework. 
Fraud control 
Responsibility for managing the risk of fraud, like responsibility for managing all risks, rests with the 
Chief Executive/Board as part of their ongoing responsibilities.15 The role of internal audit in relation 
to fraud control should be considered as part of the organisation’s overall fraud risk assessment 
and fraud policy and outlined in the internal audit charter.16
14 See ANAO Practice Guide—Public Sector Audit Committees, August 2011, pp. 6–7.
15 The CEO or Secretary of an FMA Act entity is accountable for fraud control within that entity and is responsible for ensuring 
that adequate fraud controls are in place to comply with the Fraud Control Guidelines. This includes the need to ensure 
that a sound control framework and governance mechanisms exist and are effective in supporting fraud control activities.
 The directors of the Board of a CAC Act entity have primary accountability for fraud control, ensuring that appropriate 
governance mechanisms and fraud control frameworks are in place and operating as designed. The CEO of a CAC Act 
entity is accountable for fraud control within that entity and is responsible for ensuring the sound operation of the control 
environment, governance mechanisms and the fraud control activities.
 The Attorney-General’s Department, Commonwealth Fraud Control Guidelines, May 2011 and the ANAO Better Practice 
Guide–Fraud Control in Australian Government Entities, March 2011, provide guidance on the risk assessment and control 
of fraud in the Australian Public Sector.
16  See, for example, The Role of Internal Auditing in Enterprise-wide Risk Management, IIA Inc, 2009.
Internal 
audit can be 
well placed to 
assist the entity 
to develop and 
monitor its risk 
management 
framework.
12 Better Practice  |  Public Sector Internal Audit
Internal audit can assist an entity to manage fraud control by, for example, providing advice on the 
risk of fraud and/or by advising on the design or adequacy of internal controls to minimise the risk 
of fraud occurring. It can also assist in detecting fraud by considering fraud risks as part of its audit 
planning and being alert to indicators that fraud may have occurred. 
Any decision to allocate management responsibility to internal audit for the investigation of fraud 
should be taken in the full knowledge of the special risks involved and the skills required in collecting 
and collating evidence that may be used in any legal proceedings. 
Internal audit support activities 
It is important that internal audit has a predominant focus on the conduct of assurance and advisory 
work. Nevertheless, time spent on internal audit support activities such as business and audit 
planning, monitoring the implementation of agreed internal and external audit and other report 
recommendations, assisting the Audit Committee to meet its obligations, and servicing the Audit 
Committee and internal and external liaison are also important activities generally undertaken by 
internal audit. 
The relative balance of resources devoted to internal audit support activities, compared with audit 
and advisory activities, is an important matter for consideration by the Audit Committee when 
considering internal audit plans and budgets. 
Non-audit activities 
In some circumstances it is recognised that internal audit may be called upon to perform activities 
that are management responsibilities. These could include such activities as membership 
of management committees (as distinct from having observer status), formulating fraud or risk 
management plans, or conducting fraud investigations. The line between being an advisor to 
management and taking on management responsibility for a task can sometimes be blurred. 
Consequently, it is important that professional judgement is applied and appropriate safeguards 
put in place to maintain operational independence, to the extent possible. 
Where internal audit is to have responsibility for non-audit activities, these should also be specified 
in the internal audit charter. 
Assurance from other sources
As discussed previously, internal auditing will generally be only one of a number of review functions 
within an entity. Preparing an assurance map can assist in identifying the extent to which these 
functions provide sufficient coverage. In addition, entities are subject to a range of external review 
mechanisms. Where these other review functions have comprehensive review programs in relation 
to specific areas, the internal audit coverage should complement, rather than duplicate these 
programs.
Responsibilities in relation to external audit
The relationship between internal audit and the external auditor is an important one and has benefits 
to both parties. 
Professional standards encourage cooperation between internal and external audit in the context 
of the audit of an entity’s financial statements and to increase audit efficiency by minimising 
duplication. There can be mutual benefits for entities, and the external auditor, in internal audit 
conducting work that can be relied on by the external auditor, particularly in the areas of legal 
compliance and financial system controls.17
17 ASA 610 Using the Work of Internal Auditors.
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Chapter 2—Roles and responsibilities of internal audit 
It is important for entities to fully explore with external audit the role internal audit can play in reviewing 
the financial controls of the entity (including controls over the preparation of the financial statements) 
and in coordinating its plans with those of the external auditor.18 For example, internal audit can 
usefully review the adequacy of the quality assurance arrangements put in place by the Chief Financial 
Officer. 
In relation to performance audits, internal audit reports can provide relevant insight into specific 
matters being examined in external performance audits. More broadly, internal audit will often be 
in a position to advise external audit on relevant initiatives to strengthen aspects of its program 
administration, which may bear on the scope of individual performance audits, or the planned 
performance audit coverage of the entity.
Internal audit is often assigned a role to act as a liaison point with the external auditor in relation to 
both financial and performance audit, as discussed in Chapter 3. In this context, the responsibilities 
of the Audit Committees of FMA Act agencies as specified by FMA Regulation 22C include, ‘as 
far as practicable, coordinating work plans relating to internal and external audits’. As well as 
supporting the Audit Committee, the liaison role played by internal audit can assist in improving the 
efficiency of the overall audit process. 
Defining the internal audit service 
It is important to align the service that is provided to an entity by its internal audit function with the 
expectations of its key stakeholders. Not every entity will require the same type of service or level 
of assurance from its internal audit function. Different types of service require different resourcing 
levels (in both number and competency of staff) and different governance structures, with the more 
resource intensive services having the potential to provide greater benefits to the entity. The entity, 
therefore, needs to consider carefully the service it needs in relation to its business activities and 
risk profile.
While internal audit can generally be expected to undertake compliance reviews of key controls, 
conducting a range of performance reviews is also desirable. Better practice internal audit functions 
are ones that are tasked with providing overall assurance on governance, risk management and 
controls, so as to add greatest value to the entity. 
2.5 The internal audit charter 
An internal audit charter formally outlines internal audit’s role, responsibilities, authority19, standards 
and accountabilities and formalises the position of internal audit in the entity’s governance 
framework.
The charter should be developed by the Head of Internal Audit and reviewed by the Audit Committee 
to ensure appropriate authority, access and reporting arrangements are in place. Consultation 
with stakeholders, particularly the Chief Executive and the Audit Committee, as part of developing 
the charter is an important means of understanding stakeholder needs and expectations. Any 
expectation gaps can be identified and addressed as part of the development process. The charter 
should be consistent with the Audit Committee’s responsibilities for oversighting the internal audit 
function as outlined in the committee’s charter.20 
18 Discussed further in ANAO Better Practice Guide—Preparation of Financial Statements by Public Sector Entities, 
June 2009, p. 32
19 Internal audit is uniquely placed in that it operates across the whole of the organisation. Its generally broad mandate, 
therefore, requires provision of formal authority to access people and records in performing its role. Some entities also 
reinforce the role of internal audit in their Chief Executive’s Instructions or equivalent policy documents.
20 The role of Audit Committees in respect of internal audit is outlined in the ANAO, Better Practice Guide—Public Sector 
Audit Committees, August 2011.
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The charter should be approved by the Chief Executive, or the Board in the case of a CAC Act entity, 
on the advice of the Audit Committee. Because the charter is a means of communicating the role, 
responsibilities and authority of internal audit it is important that, once approved, it is made widely 
available throughout the entity. Many entities also make the charter publicly available via their website. 
As governance requirements change in response to changing risks and the business environment, 
the role of internal audit is also likely to change. The charter should, therefore, be reviewed at least 
annually to have confidence that the role of internal audit continues to meet the needs of the entity. 
This review should include consultation with stakeholders.
2.6 Contents of a better practice internal audit charter 
An internal audit charter should include the following: 
Introduction 
•	 specifies that the internal audit function has been established by the Chief Executive/Board 
and the charter has been approved by the Chief Executive/Board
•	 defines key positions of responsibility within internal audit
Purpose of internal audit 
•	 defines the purpose of internal audit
Scope of internal audit activity 
•	 outlines the scope of internal audit, that is, the programs, activities, processes, systems and 
organisations that are (and are not) subject to internal audit review
Independence 
•	 specifies the organisational independence of internal audit
•	 outlines the reporting arrangements and lines of accountability between the Head of Internal 
Audit, the Chief Executive or Board, and the Audit Committee
•	 provides for unrestricted access to the Chief Executive, the Board (if applicable) and the 
Audit Committee Chair and members
•	 provides for periodic meetings with the Audit Committee without other parties being present
Authority and confidentiality
•	 outlines internal audit’s authority to access all records, assets, personnel and premises and 
its authority to obtain such information as it considers necessary to fulfil its responsibilities
•	 specifies that information accessed in the course of internal audits will only be used for 
auditing purposes
Role and responsibilities
•	 outlines the role and responsibilities of internal audit, including its role in undertaking:
 − internal audit activities
 − audit support activities
 − non-audit activities (if any)
Standards 
•	 specifies the professional standards that will be followed when conducting internal audit 
assignments
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Relationship with external audit and other assurance activities
•	 outlines the relationship between internal audit and external audit
•	 outlines the relationship between internal audit and any other assurance activities within 
the organisation
Planning 
•	 specifies the requirement for an internal audit strategy and an internal audit work plan
Reporting 
•	 specifies the reporting arrangements required, including the provision of an annual 
assessment of the entity’s system of internal controls, and advice to the Audit Committee 
and entity management of patterns, trends or systemic issues arising from internal audit 
work
Administrative arrangements 
•	 specifies adherence to the internal audit manual and protocols
•	 specifies internal audit performance will be assessed annually, based on key performance 
indicators approved by the Audit Committee
•	 specifies that any change to the position of the Head of Internal Audit and an external 
service provider, if outsourced, will be approved by the Chief Executive, or the Board in the 
case of a CAC Act entity, in consultation with the Audit Committee
•	 provides for an independent periodic review of the internal audit function
Review of charter 
•	 provides for the periodic review of the Charter by the Audit Committee and approval of any 
substantive changes by the Chief Executive, or the Board in the case of a CAC Act entity, 
on the advice of the Audit Committee
Model internal audit charter 
Part 2 of the Guide includes a model internal audit charter which can be adopted by entities. 
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3 Relationships with key stakeholders
3.1 Introduction
To be effective, internal audit must have the confidence and trust of the key stakeholders it works 
with and be seen as a credible source of assurance and advice. This confidence should not be 
assumed. It can only be established and maintained by having effective working relationships, and 
by delivering high-quality, timely advice and internal audit reports that are seen to be contributing 
directly to assisting the entity to meet its responsibilities. The key stakeholders of internal audit are:
 f the Chief Executive, in the case of FMA Act entities;
 f the Board and Chief Executive, in the case of CAC Act entities;
 f the Audit Committee;
 f senior management;
 f the external auditor;
 f other reviewers; and
 f professional associations.
While it is important that details of these relationships are formalised in documents such as the 
internal audit charter, the Audit Committee charter and management protocols, good relationships 
also need to exist at a practical working level to be effective.
3.2 Internal audit and the Chief Executive 
While internal audit reports functionally to the Audit Committee, it is important that the Head of 
Internal Audit has direct access, as required, to the Chief Executive.
Better practice FMA Act entities recognise the advantages in making the Head of Internal Audit 
directly accountable to the Chief Executive. This not only sends a clear signal about the importance 
of the internal audit function, it also facilitates regular contact between the Chief Executive and 
internal audit. This should not be seen as diminishing the role of the Audit Committee, which still 
advises the Chief Executive on governance issues, but as ensuring unimpeded communication, 
when required. This contact should be used as an opportunity for internal audit to gain insights into 
new and emerging risks and issues facing the entity and to discuss the role the Chief Executive 
expects internal audit to fulfil in the entity.
Case Study: Entity A has an Audit Committee where the majority of members are 
independent. The Chief Executive has a close relationship with the Audit Committee, meeting 
with the individual members (including the independent members) on a regular basis. The 
Chief Executive also closely follows up the routine reports from the Audit Committee.
The Head of Internal Audit reports to a deputy delegated by the Chief Executive. To ensure 
that internal audit is properly supported, the Chief Executive meets privately with the Head 
of Internal Audit on a six-monthly schedule and the Head of Internal Audit has direct access 
to the Chief Executive on request.
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3.3 Internal audit and the Board
In CAC Act entities, the Head of Internal Audit generally formally reports to the Board on the 
effectiveness of the internal audit function. As the Audit Committee is usually a sub-committee of 
the Board, this responsibility is often delegated to the Audit Committee. Although the Head of 
Internal Audit will meet regularly with the Chair and members of the Audit Committee, some Boards 
periodically meet with the Head of Internal Audit to exchange views and ideas. As a minimum, it is 
important that the Head of Internal Audit has direct access to the Chair of the Board and the Chief 
Executive, as required.
3.4 Internal audit and the Audit Committee 
Audit Committees play an integral role in the governance framework of public sector entities. 
Audit Committees assist Chief Executives and Boards to understand whether key controls are 
appropriate and operating effectively. In this respect, the relationship between internal audit and 
the Audit Committee is crucial and has a number of dimensions. 
FMA Regulations21 require Audit Committees in FMA Act agencies to:
 f advise the Chief Executive about the internal audit plans of the entity;
 f advise the Chief Executive about the professional standards to be used by internal auditors;
 f as far as practicable, coordinate work programs relating to internal and external audits;
 f review the content of internal [and external] audits to identify significant matters of concern, and 
to advise the Chief Executive on good practice or opportunities for improvement; and
 f review the adequacy of entity responses to reports of internal and external audits.
In addition to assisting the Audit Committee to comply with these obligations, other dimensions of 
the relationship with internal audit involve:
 f the Audit Committee endorsing the internal audit charter and being responsible for either 
reviewing and approving internal audit plans, or recommending their approval by the Chief 
Executive/Board;
 f internal audit being functionally responsible to the Audit Committee for the conduct of the 
internal audit program; this places the committee in the role of being internal audit’s primary 
client and requires internal audit to have a sound professional relationship with the committee 
as a whole and each of its members;
 f internal audit, through its reports and its general interaction with the Audit Committee, being 
a key source of information on the effectiveness of controls and the performance of the entity;
 f internal audit generally providing secretariat support to the Audit Committee; and
 f the Audit Committee being involved in assessing the performance of internal audit and in any 
change of the Head of Internal Audit and/or any external service provider(s).
Given this relationship, it is important that both formal and informal lines of communication be 
maintained between internal audit and the Audit Committee and with individual committee 
members, particularly the Chair. Audit Committee members should be in a position to be able to 
openly discuss matters of interest with the Head of Internal Audit. In doing this, committee members 
must be confident that such discussions will be treated in confidence by internal audit.
21 The responsibilities of an Audit Committee are determined by the Chief Executive/Board and set out in a charter. The basic 
responsibilities of the Audit Committee of an FMA Act entity are set out in Financial Management Act Regulation 22C and 
better practice is described in the ANAO Better Practice Guide—Public Sector Audit Committees, August 2011. There is 
no substantive difference in responsibilities between FMA Act and CAC Act entity Audit Committees.
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It is generally accepted that the Head of Internal Audit, and any external service providers, will 
attend Audit Committee meetings unless there are exceptional circumstances requiring them to be 
excluded for a particular agenda item, or items. It is also good practice for the Audit Committee to 
meet privately with the Head of Internal Audit and any external service providers from time to time. 
This provides the Audit Committee the opportunity to ask questions and to seek feedback from 
internal audit without management being present. This practice also supports the independent role 
of internal audit.
To assist the Audit Committee in its monitoring responsibilities, internal audit should report to the 
committee on a regular basis on the status of the internal audit work plan. This report should also 
provide details of audit activity against planned audits, together with explanations of any significant 
variations. Internal audit should provide an annual report in an agreed format to the Audit Committee 
on its achievements and on the use of its resources.
Better practice Audit Committees will formally review the performance of internal audit on at least 
an annual basis and will sponsor an external review of the entity’s internal audit arrangements every 
five years.
Internal audit should also report regularly on the status of management’s actions to implement 
agreed internal and external audit report recommendations and agreed Parliamentary Committee 
and other review body recommendations. Details of the responsible person for implementing the 
recommendations and an assessment of progress achieved should be provided.
Better practice internal audit functions increasingly are providing Audit Committees and 
Chief Executives with periodic reports on the patterns, trends and systemic issues identified as a 
result of internal audit activities.
3.5 Internal audit and senior management
To effectively fulfil its responsibilities, it is important that internal audit has a professional and 
constructive relationship with senior management of the entity.
Better practice internal audit functions will interact on a regular basis with members of the senior 
management team, and through the delivery of practical, business-focused and useful reports and 
advice, will build a relationship that is based on cooperation, collaboration and mutual respect. 
Filling the position of Head of Internal Audit at an appropriately senior level facilitates the building of 
such relationships. Similarly, where a Chief Executive has delegated administrative responsibility for 
internal audit, ensuring that the delegate is a member of the senior executive, where possible, can 
assist in developing strong relationships between internal audit and the entity’s management. This 
is particularly important in an outsourced model of service delivery.
Meetings with entity managers should be used as an opportunity to be briefed on key business 
developments and associated risks facing the entity. These meetings should also be used to obtain 
informal feedback about the performance of internal audit and to assist in identifying ways that 
internal audit can best assist entity management. One measure of the effectiveness of internal audit 
is the extent to which managers seek out internal audit to assist them in managing their business. 
In this context, better practice internal audit units will encourage managers to seek their advice and 
assistance on either an informal or formal basis as the need arises.
In interacting with management, internal audit will be privy to information that may affect professional 
and, at times, personal reputations. It is important that internal audit respect the confidentiality of 
such information and its communication to others be on a strictly need to know basis. In situations 
where managers consider that such information is being used inappropriately, the reputation and 
credibility of internal audit is likely to be damaged.
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3.6 Internal audit and the external auditor
Establishing a professional working relationship between internal audit and the external auditor 
should deliver benefits to both parties. It is important that internal audit seek input from the 
external auditor in developing the internal audit strategy and internal audit work plan. Internal and 
external audit consult with each other during the planning phase of individual audits that address 
the key financial and business systems underpinning the entity’s financial statements. In order for 
the external auditor to use specific work of the internal auditor, the external auditor is required to 
evaluate the work of internal audit to determine its adequacy for external audit purposes.22
A consultative approach can also be usefully applied in relation to proposed performance audit 
coverage when developing respective work plans.
Internal audit will often be responsible for liaising with external audit on behalf of the entity and 
be tasked with coordinating external audit activity in an entity. This role can be a useful way for 
internal audit to be aware of planned and actual external audit coverage, and to assist in facilitating 
external audit’s need for access to individuals and records to enable them to meet their own audit 
responsibilities. A constructive relationship between external audit and internal audit can also assist 
in the conduct of external audits, particularly in encouraging appropriate involvement by relevant 
senior managers of the entity.
Internal audit may have a role in assisting the Audit Committee to assess the service provided by 
external audit.23 Such a role can only be fulfilled when there is open, high-quality interaction between 
internal and external audit. Better practice is to establish regular meetings between internal and 
external audit to allow for routine exchange of information.
3.7 Internal audit and other reviewers
As noted earlier, internal audit is one of a number of internal and external review and assurance 
activities that exist as part of entities’ governance arrangements. Greatest benefit is achieved when 
all these activities, such as those performed by the Ombudsman and regulators, operate in a 
coordinated and complementary manner to the greatest extent possible. This requires regular 
formal and informal contact between review bodies to minimise duplication and overlap. Some 
organisations see benefit in protocols being formalised for such activities: providing, for example, 
for the regular exchange of views and information and for the reporting of the results of work 
undertaken in a coordinated manner.
Protocols can be particularly important in situations where internal audit needs to work closely with 
other entities as a result of inter-agency or other agreements.
3.8 Internal audit and professional associations
It is generally expected that individual internal audit staff will be members of the Institute of Internal 
Auditors and/or other relevant professional associations such as CPA Australia, The Institute of 
Chartered Accountants in Australia and, for information technology auditors, Information Systems 
Audit and Control Association.24 It is important that internal audit staff take advantage of their 
membership to keep abreast of professional and industry developments and use networking 
opportunities to assist in their ongoing professional development. In doing this, and in accordance 
with applicable ethical codes of behaviour, care needs to be exercised to ensure that appropriate 
confidentiality relating to entity activities and audit findings is maintained.
22 Auditing Standard ASA 610 Using the Work of Internal Auditors.
23 ANAO, Better Practice Guide—Public Sector Audit Committees, August 2011, p. 37.
24 Formerly the Information Systems Audit and Control Association.
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4 Planning internal audit activities
4.1 Introduction 
Better practice internal audit functions align their focus and activities to the entity’s risks. To achieve 
alignment between the entity’s risks and internal audit coverage, it is better practice for internal 
audit planning to occur in the context of entity-wide assurance mapping, which can be commissioned 
by the Audit Committee.25 
Within this context, better practice internal audit planning generally involves:
 f a strategy that relates the role of internal audit to the requirements of the entity by outlining 
the broad direction of internal audit over the medium term, in the context of all the entity’s 
assurance activities26; and 
 f a detailed work plan, generally prepared on an annual basis.27 To provide context, the work 
plan might be supported by a schedule of potential audits and an indication of previous audit 
coverage.
Together, these documents serve the purpose of setting out in strategic and operational terms the 
broad roles and responsibilities that are included in the internal audit charter and identifying key 
issues relating to internal audit capability, such as required skills.
4.2 Internal audit strategy
The internal audit strategy describes the role of internal audit within the entity’s overall assurance 
processes and provides an important link between the internal audit charter and the detailed 
internal audit work plan. It is expected that the strategy will set out: the organisation’s assurance 
requirements and the contribution of the internal audit function to that assurance over the period 
covered by the strategy; the broad details of the audit, audit support and non-audit activities that 
internal audit will undertake; and the proportion of resources that will be devoted to the different 
types of activities that will be undertaken. 
The period covered by the strategy can vary, but would normally cover a three-year period28 and 
be reviewed at least annually.
4.3 Purpose of an internal audit strategy 
An internal audit strategy helps in: 
 f gaining a comprehensive view of the governance, risk management and control activities 
of the entity;
 f focusing internal audit effort where it is most useful and effective; 
 f minimising overlap and eliminating unintended duplication of assurance effort;
 f ensuring there are no unintended gaps in assurance coverage over time; and 
 f communicating the medium-term direction of internal audit and how it supports the entity’s 
objectives and addresses the entity’s risks. 
25 ANAO Better Practice Guide—Public Sector Audit Committees, August 2011, p. 15.
26 In some entities the entity’s assurance approach will be documented within the internal audit strategy.
27 The internal audit annual work plan is, in turn, supported by specific plans for individual audit assignments. Better practice 
on planning individual audit assignments is described in Chapter 6 of the Guide.
28 Where an entity has a formal strategic planning cycle, it is better practice to align the internal audit strategic plan with 
that cycle.
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The strategy will also assist in:
 f identifying the resources, skills and experience required to deliver an effective internal audit 
service; 
 f establishing a continuous improvement culture and identifying priority areas for enhancing the 
internal audit function; 
 f identifying mitigation initiatives to address any risks to the internal audit function delivering its 
work program; and 
 f providing a framework as a reference point for measuring the performance of internal audit. 
4.4 Developing an internal audit strategy
As internal audit activity supports the Audit Committee, the Head of Internal Audit will generally 
develop a draft strategy for endorsement by the Audit Committee and approval by the Chief 
Executive/Board. Any significant changes should also be approved by the Chief Executive/Board.
Once approved, the internal audit strategy will form part of the broader assurance strategy of the 
entity and be made available to entity staff through the entity’s normal communication channels 
such as the entity’s intranet. 
The time and resources involved in developing the strategy should be commensurate with the 
size and complexity of the entity, and have regard to the entity’s risk profile and the maturity of the 
entity’s risk management processes. The process would also be expected to be consistent with 
the entity’s usual business planning processes. 
In developing the strategy, consideration would normally be given to the following factors: 
The entity’s goals and objectives 
The internal audit strategy should align with the entity’s strategic direction and demonstrate a 
good understanding of the goals, objectives and priorities of the entity as set out in corporate 
and business plans, and similar documents. Business goals and objectives may also be included 
in other strategic documents such as the workforce plan, information technology plan and asset 
management plan. 
Consultation with the Chief Executive/Board, members of the Audit Committee, and senior managers 
is important in developing an understanding of existing and emerging business strategies and risks. 
External context 
Government policy, economic and social conditions and the expectations of external stakeholders 
are all relevant factors that can influence a strategy. External sources, including reports from 
Parliamentary Committees, public sector management advisory groups29, central agencies, 
regulators and the external auditor, can illustrate potential sources of risk, which should be 
considered as part of developing the strategy. The expectations of stakeholders to whom the entity 
has a reporting requirement should also be considered. 
The entity’s risks 
The entity’s current and future risk profile will also be an important influence on the internal audit 
strategy and the types and level of internal audit activity. Provided the entity’s risk identification 
process and risk management framework is mature, the entity’s risk management plans will be a 
key source of information in developing the internal audit strategy. 
In situations where the entity does not have a mature risk management framework, internal audit 
will need to develop its own entity risk profile for discussion with the Audit Committee and the 
senior management of the entity. 
29 For example, the Management Advisory Committee established under the Public Service Act 1999.
The time and 
resources 
involved in 
developing 
the internal 
audit strategy 
should be 
commensurate 
with the size 
and complexity 
of the entity.
The internal 
audit strategy 
should 
align with 
the entity’s 
strategic 
direction.
The entity’s 
current and 
future risk 
profile will be 
an important 
influence on 
the internal 
audit strategy 
and the types 
and level 
of internal audit 
activity.
22 Better Practice  |  Public Sector Internal Audit
Assurance and review activities or functions 
Regard should also be given to the responsibilities and proposed coverage of the entity by 
each of the internal or external review activities or functions. Internal review functions may 
include management monitoring and committees, evaluations, business improvement reviews, 
risk management processes, quality assurance arrangements and management control self-
assessment arrangements. In addition, there are a number of external assurance and review 
bodies, including Parliamentary Committees, external audit, regulators, and the Ombudsman. 
Mapping of assurance coverage
It is important that the planned internal audit coverage complements, rather than duplicates, the 
work of other internal and external assurance and review activities. 
As indicated in section 2.4, entities increasingly see benefit in conducting an assurance mapping 
exercise. This consists of an analysis of the significant risks facing the entity and the extent to which 
each of the various assurance elements addresses these risks. Such an exercise can be a very 
useful way of obtaining a broad entity-wide perspective of the assurance landscape and can assist 
in identifying any gaps or duplication. Assurance maps also contribute to the ability of the Head of 
Internal Audit to deliver an overall opinion on the entity’s control environment.
The assurance map assists internal audit to develop its work plan and internal audit may also be 
well placed to assist the Audit Committee in undertaking the assurance mapping process.
Alignment with the entity’s risk management plan
To assist in demonstrating an alignment between the entity’s risks and the proposed assurance 
coverage, and to highlight entity risks that are not being addressed by the assurance program, 
better practice entities see benefit in grouping proposed coverage under a series of themes that 
mirror the risk categories identified in the entity’s risk profile. Examples of possible themes include 
governance, policy and strategic planning, program and project management, client relationships, 
financial, human resources and information technology systems.
Stakeholder expectations of internal audit
It is important to obtain the views of stakeholders about their expectations of internal audit. In this 
regard, it can be expected that stakeholders could have differing expectations of internal audit and 
its focus and priorities. In these circumstances it is important for internal audit to work through 
the different perspectives and have follow-up discussions, as required, to ensure that the role of 
internal audit outlined in the internal audit strategy considers the views of all stakeholders. In its 
consideration of the strategy, the Audit Committee should be made aware, at least in broad terms, 
of the views of key stakeholders, particularly if they are not reflected in the document presented.
Budget considerations
As a matter of principle, the internal audit strategy should first address all the activities that internal 
audit, the Audit Committee and other stakeholders consider should be included, before reflecting 
on the possible budget available.
The size of the investment the entity wishes to make in internal audit would normally be determined 
by the Chief Executive/Board on the advice of the Audit Committee.30 Factors that influence the 
level of this investment are outlined in Chapter 5—Resourcing the internal audit function. 
30 See ANAO Better Practice Guide—Public Sector Audit Committees, August 2011, p. 35.
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Principles for developing the internal audit work plan
The internal audit strategy should outline the issues that will be considered in the development of 
internal audit work plans and should address the achievement of the appropriate level of coverage 
and the prioritisation of reviews. These are further discussed in section 4.7.
Internal audit business objectives and management strategies 
Better practice internal audit planning includes the Head of Internal Audit developing a statement 
of business objectives for the internal audit function, in consultation with the Audit Committee. This 
communicates the direction internal audit intends to pursue over the life of the plan: for example, to 
develop new capabilities to address emerging technology or new entity functions. Such a statement 
also provides a focus to develop and prioritise management strategies and tasks designed to 
achieve those objectives. Business objectives can vary considerably, but often include matters 
relating to the quality, cost-effectiveness and nature of the audit and other services provided by 
internal audit designed to meet the entity’s needs.
The business objectives determined for the internal audit function will, in turn, affect the management 
strategies required to achieve those objectives. Such strategies may vary considerably but can 
often involve plans affecting staff training and development, clarifying stakeholder expectations, 
improving audit and other processes, introducing new technologies or enhancing performance 
measurement. For example, a business objective to increase internal audit’s capability and capacity 
to undertake audits of systems under development would require strategies to have staff and/or 
contract resources with the necessary skills to undertake these audits.
The service delivery model in place will also influence, and be influenced by, the management 
strategies adopted.31 For example, an in-house service delivery model will require the development 
of strategies designed to ensure that staff have the appropriate level of skills and experience to 
undertake the proposed internal audit coverage; or the desire to develop a particular capability may 
prompt a move to a co-sourced delivery model. The use of a co-sourced or outsourced model will 
require strategies and plans to help ensure appropriate quality and accountability is maintained.
4.5 Contents of a better practice internal audit strategy 
The precise format and content of the strategy will vary depending on the preferences of 
stakeholders, whether or not there is an entity assurance strategy and the size and nature of the 
internal audit function. However, it would be expected that better practice strategies will contain all 
or a majority of: 
 f a brief outline of the approach taken in developing the strategy and key stakeholders consulted;
 f a summary of the key objectives and strategic direction of the entity and a description of any 
planned major initiatives;
 f an outline of the entity’s key business risks;
 f a description of emerging external issues and trends that may impact on the entity;
 f an outline of the entity’s identified business risks mapped to the various internal and external 
assurance and review providers;
 f the key business objectives, priorities and direction of internal audit over the period of the 
strategy;
 f an indication of the financial and human resource budgets for internal audit activities over the 
life of the strategy;
 f the manner in which the internal audit work plan will be developed and the parameters for its 
formation, which might include:
31 Service delivery models are discussed in more detail in section 5.3.
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•	 the relative allocation of internal audit resources between audit, advisory services and audit 
support activities;
•	 the balance of different types of internal audits;
•	 key control systems warranting close attention (such as annual review) or assurance 
assertions to be tested by the internal audit function;
•	 principles for coverage of different business and/or program and/or geographical locations; 
•	 mechanisms for reliance on other review and assurance functions; 
•	 the management strategies and approaches to help ensure that internal audit has access 
to the necessary level of skilled and experienced staff, and that its methodologies and work 
practices reflect contemporary better practice;
 f identification of the risks and actions proposed to manage the risks of not achieving internal 
audit’s objectives;
 f details of the performance measures to be used to measure the performance of internal audit; 
and
 f arrangements for the review and update of the strategy.
4.6 Internal audit work plan 
In support of the internal audit strategy, a detailed internal audit work plan should be prepared 
specifying the proposed internal audit coverage over the planning cycle. The length of this planning 
cycle is commonly 12 months but will depend on the nature of the entity and its current operating 
environment. Entities are increasingly seeing the benefit of adopting a rolling work plan rather than 
a fixed term plan. For example, the work could span a period of 12 months and be updated on a 
quarterly basis so that a 12 month projection of work is available to the Audit Committee. Equally, 
in some circumstances such as periods of organisational change, a work plan covering a shorter 
timeframe may be appropriate.
FMA Regulation 22C requires Audit Committees ‘as far as practicable [to coordinate] work plans 
relating to internal and external audits’.32 Internal auditing standards require the Head of Internal 
Audit to share information and coordinate with other assurance activities to ensure proper coverage 
and minimise duplication of effort.33 The internal audit work plan facilitates both tasks and helps 
internal audit to ensure that it supports the Audit Committee to the maximum extent possible.
FMA Act entity Audit Committees are required to provide advice to their Chief Executive on the internal 
audit plan34 and would generally review the plans to ensure that they are aligned to the entity’s risks 
before recommending approval of the plan by the Chief Executive. In a CAC Act body, the internal 
audit plans would be approved by the Audit Committee as a sub-committee of the Board.
4.7 Developing a better practice internal audit work plan
In developing the internal audit work plan, it is appropriate to consider the following matters:
32 Financial Management Act Regulation, 22C(4)(g).
33 Performance Standard 2050, International Standards for the Professional Practice of Internal Auditing.
34 Financial Management Act Regulation, 22C(4)(e).
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Prioritising internal audit topics
Once the broad strategic direction for audit coverage has been determined, a decision needs to 
be made about the number and scope of specific audit topics to be included in an internal audit work plan. 
To assist in prioritising audit topics it is helpful to develop a set of criteria that can be used to assess 
and rank potential topics. Criteria can vary but would normally include:
 f the importance of the program or activity to the entity’s objectives;
 f the strategic and operational risks identified in the entity’s risk management plan or business unit 
plans or, in the absence of a mature risk management framework, as identified by internal audit35;
 f coverage to support external reporting obligations of the entity;
 f coverage by other assurance and review functions;
 f the potential or expected benefits of an audit;
 f any specific requests from the Chief Executive, the Board, the Audit Committee or management;
 f the significance of the findings from any previous internal or external audit or review, particularly 
relevant reports and recommendations from Parliamentary Committees; and
 f the length of time since any previous internal or external audit.
Some entities see benefit in allocating numerical scores to each of the criteria and aggregating the 
scores to arrive at an overall audit ranking. Although audit scores can help to rank audit topics, it 
should be recognised that such a process still involves judgement in the allocation of individual scores.
The prioritisation principles should be documented in the internal audit strategy.
Coverage
A comprehensive internal audit work plan will generally include all or a majority of the following 
activities:
 f audits of areas where the risk is judged to be high but the controls are considered to be 
effective in managing the risk. These audits are to provide assurance that the controls are in 
fact operating as intended; 
 f advice on new systems, processes and initiatives—these may be referred to as ‘systems under 
development’ audits36;
 f audits of major information technology systems focusing, in particular, on security and access 
matters, and audits of major projects; 
 f a number of annual (or more frequent) audits to review key areas of financial, operational, human 
resource or governance matters across different business units and geographical locations or 
a series of audits that are conducted each year, for example, to provide assurance over the 
quality of the preparation of the financial statements; 
 f audits that review particular topics across the whole entity—such as procurement practices, 
recordkeeping, ethical conduct and compliance with APS and entity values—or that are aimed 
at addressing systemic risks; 
 f follow-up audits of areas audited previously where shortcomings have been identified; and
 f a number of reserve audit topics that could be substituted if planned audits do not proceed.
35 The International Standards for the Professional Practice of Internal Auditing Performance Standard, 2010, A1 requires the 
program to be based upon a risk assessment updated at least annually.
36 It is important that internal audit advice is communicated to management in a timely manner to enable the advice to be 
considered before the system is implemented.
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The program may also include an allowance to undertake ad hoc or special request audits, 
particularly from the Chief Executive and the Audit Committee. These reviews may prove to 
be either advisory or assurance reviews and should be budgeted as an addition to the routine 
assurance program.
The work plan should include provision for undertaking audit quality assurance activities. This 
might be as a provision within each work item or as a separate higher level provision.
Context of internal audit coverage
There is benefit in developing the internal audit work plan against a background of prior and 
projected reviews to enable the Audit Committee and management to assess whether the full 
range of risks, especially compliance risks, are covered over an appropriate period (some may need 
to be addressed every year and others less frequently).
Objectives and scope of audits
Part of the process of selecting audit topics is consideration of the objectives and scope of individual 
audits. These factors can have a significant effect on the cost of the internal audit work plan or the 
number of audits included in the plan. In particular, consideration should be given to whether it is better 
to have fewer, more in-depth audits, more audits with a narrower focus, or a combination of both.
The views of the external auditor 
In developing the plan, it is important to consult with the external auditor to gain an understanding 
of their perspective on the business risks facing the entity and the external auditor’s proposed 
financial statement and performance audit coverage. This information is necessary to help ensure 
that potential duplication and gaps in overall audit coverage are known, and to identify opportunities 
for the external auditor to rely on the work of internal audit. Any significant areas that are not covered 
or are duplicated should be drawn to the attention of the Audit Committee. 
Size and nature of the internal audit work plan 
Factors that would be expected to affect the size and nature of the internal audit work plan include: 
 f the risk tolerance37 and the risk profile38 of the entity: an entity with a low risk tolerance and 
a substantial number of risks and, by extension, controls designed to assist in managing the 
risks, could be expected to have a larger internal audit program than an entity with a higher risk 
tolerance and a smaller risk profile; 
 f the size and complexity of the entity’s business: the larger the number of separate business 
activities and programs, the more internal auditing that could be expected to be required; 
 f the physical characteristics of the entity: the larger the number of employees or geographic 
locations, or the greater the level of distributed control, the larger the internal audit program 
might be expected to be;
 f the nature of the information systems: the more complex the ICT environment, the more internal 
audit activity is likely to be required;
 f the stability of the entity: internal audit might be required to do more in times of significant 
change; and
 f the number of internal assurance functions: an entity with well-developed quality assurance, 
compliance or other internal assurance activities is likely to require less internal audit activity. 
37 The concept of risk tolerance embraces the level of exposure that is considered tolerable and justifiable should it be 
realised. Depending on the maturity of the entity’s risk management framework, the tolerance level can be formally stated 
or may reflect more the culture of the entity.
38 This term refers to the extent and nature of the risks facing an entity.
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The size of the internal audit work plan will also be influenced by the level of resourcing provided by 
the entity to the internal audit function. (This subject is discussed in section 5.2, page 37).
Internal audit support activities 
In preparing the plan, sufficient time and resources should also be allocated to: 
 f manage the internal audit function; 
 f monitor and report to the Audit Committee on progress in implementing agreed recommendations 
in internal and external audit reports and from Parliamentary Committees and other review 
bodies; 
 f analyse the risk, control and governance issues arising from internal audit work, and/or the work 
of other assurance providers, with a view to providing periodic reports to the Audit Committee 
on systemic issues and trends; 
 f support the Audit Committee in discharging its obligations; 
 f provide secretarial support to the Audit Committee (if this is a responsibility of internal audit); 
 f develop and periodically review the internal audit strategy and the internal audit work plan;
 f provide appropriate professional development to internal audit staff; and 
 f liaise with the external auditor and other relevant external bodies. 
Where some or all services are provided by an external provider, sufficient time should also be 
allocated to enable the contract, or contracts, to be properly managed. 
Direct assistance to external audit (or other external review functions)
Internal auditors may be tasked to provide direct assistance to external review functions by 
performing audit or review procedures under the direction and supervision of the external reviewer. 
Such activity should be regarded as non-audit activity by the entity.
4.8 Contents of an internal audit work plan
The internal audit work plan should be sufficiently detailed to satisfy the Audit Committee and the 
Chief Executive/Board that the proposed coverage is adequate. It would be expected that, as a 
minimum, the plan should outline for each proposed audit the:
 f risk theme being addressed;
 f audit title;
 f area and senior manager responsible;
 f type of audit;
 f summary description (high-level scope) of the audit;
 f expected benefit to be added by the audit or the rationale for the audit;
 f review priority;
 f resources to be used to conduct the audit-in-house (contractors or a combination of both);
 f estimated duration and cost; and
 f proposed timing of the audit, including the month it is expected to be completed, and the Audit 
Committee meeting at which the report of the internal audit will be considered.
Some entities also see benefit in including a list of topics that rank just below those selected for 
inclusion in the plan. This assists the Audit Committee to assess the proposed plan in the context 
of risks that will not be addressed.
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particularly from the Chief Executive and the Audit Committee. These reviews may prove to 
be either advisory or assurance reviews and should be budgeted as an addition to the routine 
assurance program.
The work plan should include provision for undertaking audit quality assurance activities. This 
might be as a provision within each work item or as a separate higher level provision.
Context of internal audit coverage
There is benefit in developing the internal audit work plan against a background of prior and 
projected reviews to enable the Audit Committee and management to assess whether the full 
range of risks, especially compliance risks, are covered over an appropriate period (some may need 
to be addressed every year and others less frequently).
Objectives and scope of audits
Part of the process of selecting audit topics is consideration of the objectives and scope of individual 
audits. These factors can have a significant effect on the cost of the internal audit work plan or the 
number of audits included in the plan. In particular, consideration should be given to whether it is better 
to have fewer, more in-depth audits, more audits with a narrower focus, or a combination of both.
The views of the external auditor 
In developing the plan, it is important to consult with the external auditor to gain an understanding 
of their perspective on the business risks facing the entity and the external auditor’s proposed 
financial statement and performance audit coverage. This information is necessary to help ensure 
that potential duplication and gaps in overall audit coverage are known, and to identify opportunities 
for the external auditor to rely on the work of internal audit. Any significant areas that are not covered 
or are duplicated should be drawn to the attention of the Audit Committee. 
Size and nature of the internal audit work plan 
Factors that would be expected to affect the size and nature of the internal audit work plan include: 
 f the risk tolerance37 and the risk profile38 of the entity: an entity with a low risk tolerance and 
a substantial number of risks and, by extension, controls designed to assist in managing the 
risks, could be expected to have a larger internal audit program than an entity with a higher risk 
tolerance and a smaller risk profile; 
 f the size and complexity of the entity’s business: the larger the number of separate business 
activities and programs, the more internal auditing that could be expected to be required; 
 f the physical characteristics of the entity: the larger the number of employees or geographic 
locations, or the greater the level of distributed control, the larger the internal audit program 
might be expected to be;
 f the nature of the information systems: the more complex the ICT environment, the more internal 
audit activity is likely to be required;
 f the stability of the entity: internal audit might be required to do more in times of significant 
change; and
 f the number of internal assurance functions: an entity with well-developed quality assurance, 
compliance or other internal assurance activities is likely to require less internal audit activity. 
37 The concept of risk tolerance embraces the level of exposure that is considered tolerable and justifiable should it be 
realised. Depending on the maturity of the entity’s risk management framework, the tolerance level can be formally stated 
or may reflect more the culture of the entity.
38 This term refers to the extent and nature of the risks facing an entity.
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The presentation of the internal audit work plan to the Audit Committee will generally be enhanced 
through the use of summaries, graphs and charts which can be used, for example, to indicate the 
mix of audit types to be undertaken, the spread of audit activity across the entity by work group or 
by geographical location.
4.9 Costing of individual audits
There are benefits, for resource management and accountability purposes, in implementing and 
maintaining a cost recording system that captures the cost of each individual audit. This facilitates 
estimating the cost of individual reviews during internal audit planning. However, care should be 
exercised in specifying the degree of precision required from such a system and in ensuring that 
the benefits are balanced against the degree of administrative effort and financial cost involved in 
establishing and maintaining the system.
4.10 Amendments to the internal audit work plan
The plan should be periodically reviewed and any substantive amendments should be approved by 
the Board/Chief Executive on the recommendation of the Audit Committee. It may be appropriate 
to authorise the Chair of the Audit Committee to approve changes to the plan out-of-session.
4.11 Timing of audit planning
Internal audit plans should be prepared and submitted in time to enable them to be considered and 
approved prior to the commencement of the period to which they apply.
Aligning the timing of the internal audit planning process with that of the entity’s business planning 
processes can assist in internal audit planning being aligned with the objectives and priorities of 
the entity. There is also value in considering the external audit planning cycle so that work being 
conducted with a view to external audit reliance can be appropriately scoped. As noted in section 
4.6 there may be benefits in adopting a shorter or rolling audit work plan, which would require more 
frequent planning.
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5 Resourcing the internal audit function
5.1 Introduction 
To provide the entity with the services expected of it, it is important that the internal audit function 
has an adequate budget and access to the necessary skills and experience. The total value and 
mix of resources required will be influenced by a number of factors, especially the particular service 
delivery model chosen. 
5.2 Internal audit budget 
The cost of the internal audit function will also be influenced by the:
 f types of audits included in the work plan: a work plan with more business improvement audits 
is likely to cost more than one that has a more compliance focus;
 f complexity of the work plan: the weight given to audits requiring specialist skills, such as 
expertise in information technology, could add to the cost of the annual work plan;
 f geographic spread of audit work: the more travel that is required, the greater the required 
budget is likely to be;
 f level of advisory or management initiated work to be funded from the internal audit budget: 
internal audit is often well placed to undertake special advisory or review tasks, but such tasks 
should not be undertaken at the expense of the assurance program and should be at the 
discretion of the Audit Committee;
 f cost of the service delivery model chosen to provide internal audit services;
 f extent of audit support activities: the inclusion of a large number of audit support activities is 
likely to require increased resources;
 f other non-audit services required of the internal audit function: it could be expected that the 
broader the role expected of internal audit the greater the internal audit budget; and
 f cost of implementing the strategies relating to the management of the internal audit activities 
outlined in the internal audit strategy.
It is important that, in presenting the internal audit strategy and internal audit work plan to the Audit 
Committee, the Head of Internal Audit draws the Audit Committee’s attention to the impact that any 
budget shortfall might have on the ability of internal audit to meet the expectations of stakeholders 
and the exposure this might represent to the entity.
The Audit Committee will then be in a position to make an informed judgement on the adequacy 
or  otherwise of the budget. If the Audit Committee considers the internal audit budget to be 
insufficient, compared to the risks facing the entity, it should draw this to the attention of the Chief 
Executive/Board.39
5.3 Service delivery models
Within the Australian Government, the internal audit function is performed in a range of entities that 
vary considerably in purpose, size, structure, and complexity. As a result, there is a range of models 
used to deliver internal audit services. These are illustrated in the following diagram.
39 ANAO, Better Practice Guide—Public Sector Audit Committees, August 2011, p. 35.
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Figure 3—Service Delivery Models
Model 1
Model 2
Model 3
Model 4
In house: Internal audit function exclusively or 
predominately provided by in-house resources.
Managed in-house.
Co-sourced: Internal audit function provided by a
combinaton of in-house and contract resources.
Managed in-house.
Outsourced with in-house management: 
Internal audit services provided exclusively 
or predominately by contract resources. 
Managed in-house.
Outsourced: All internal audit services provided 
by contract resources. Strategic oversight of 
the function and project management of 
contracts(s) undertaken in-house.
Each model has its benefits and its risks. The most appropriate model will depend on the entity’s 
particular needs, which could alter as circumstances change. It remains the responsibility of the 
entity to ensure that internal audit services match the entity’s needs and it is important, therefore, 
to periodically consider which service delivery model will best suit the entity’s needs. The type of 
service delivery model can also have implications for an entity’s internal audit management 
arrangements. While an in-house model will have a designated manager from within the entity as 
Head of Internal Audit, in an outsourced model many of the roles of the Head of Internal Audit will 
be undertaken by the service provider. In these situations, maintaining appropriate oversight at a 
senior level within the entity will be a consideration for the entity. Issues involved in managing an 
outsourced provider, including liaison arrangements, are discussed in more detail in section 5.7.
Case Study: Entity A has a fully in-house internal audit function, headed by a specialist 
auditor at SES level. Entity B has a co-sourced arrangement where the SES officer heading 
the branch is not a specialist auditor. In this entity, the SES officer fulfils the role of the 
Head of Internal Audit, but a specialist internal auditor is employed to support the Head of 
Internal Audit.
Entity C has a fully outsourced function. In this entity, the internal audit contract is managed 
by an officer within the governance branch and the delivery of internal audit services is 
managed by an appropriately qualified senior individual within the service provider firm. 
A senior manager of the entity’s governance branch oversees the arrangements and can 
act as a sounding board for the external provider and facilitate internal communication 
where necessary.
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Considerations for small entities
A number of FMA Act and CAC Act entities are very small, some employing fewer than 10 staff. 
There can be practical difficulties associated with such entities establishing a viable and effective 
internal audit function. There may be merit in these entities entering into cooperative arrangements 
with other entities within their portfolio to establish an Audit Committee.40 This Committee, once 
established, may decide it would be appropriate to engage or establish an internal audit function 
hosted within one of the organisations but serving each of them, or come to an arrangement with 
their portfolio department to obtain internal audit services.
5.4 Issues to consider in deciding the appropriate delivery model 
The following factors should be taken into account when considering the appropriate service 
delivery model:
Ability to attract and retain suitable staff
For a variety of reasons it may be difficult to attract and retain suitably skilled in-house audit staff. 
As a consequence, co-sourcing or outsourcing the internal audit function to an external service 
provider, who assumes some or all of the responsibility for recruiting and managing the required 
staff, may be an effective means of overcoming staff shortages.
The skills and experience required
Generally, in-house staff could be expected to have a greater knowledge of the entity’s business 
objectives, systems, risks and culture. They can be seen as ‘part of the team’ and can be more 
easily approached for informal and ad hoc advice. There are generally less issues over possible 
conflicts of interest and there is more direct control over the quality of work undertaken. Corporate 
knowledge may also be more readily retained by in-house staff and in-house internal audit units are 
in a position to offer a good training ground for future senior managers.
On the other hand, many internal audits require access to special technical audit skills that may be 
either not available or not cost-effective to maintain in-house. In addition, service providers may 
have access to leading practices and expertise from the public and private sectors in Australia and 
overseas that may be helpful to the entity.
Cost
The cost of in-house provision compared with the alternatives is a key consideration. It is important 
when comparing costs to take into account the full costs of the different options, including the 
salaries of in-house staff plus overheads such as training, leave, superannuation, staff management, 
accommodation and facilities. In the case of co-sourcing or outsourcing, the costs of contract 
management as well as of the contract itself should also be taken into account.
Flexibility
The ability to respond quickly to new requests for audits without disrupting the planned program 
or the need to resource workload peaks can also be important. Co-sourced or outsourced 
arrangements may be able to provide the required flexibility in such circumstances.
40 ANAO, Better Practice Guide—Public Sector Audit Committees, August 2011, p. 44.
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Viability
For some small entities there may not be the critical mass to make an in-house internal audit 
function viable and sustainable. Small internal audit units may find it difficult to supply sufficient 
staff with the full range of skills necessary to undertake a comprehensive internal audit plan. In this 
situation, there is a risk the audit plan will be determined more by the skills of the staff available 
rather than the needs of the entity. Limited career progression and development opportunities can 
also act as a disincentive for the recruitment and retention of staff.
5.5 Head of Internal Audit
Role41
The Head of Internal Audit is responsible for internal audit and is vital to the success of the function. 
The position may have differing titles in different entities, however, whatever the particular title that 
is chosen by an entity, the person should play a leadership role. To operate effectively, the Head of 
Internal Audit should have:
 f a clear understanding of the contribution internal audit can make to effective governance, and 
the ability to develop strategies and plans to ensure internal audit maximises its contribution to 
helping the entity achieve its objectives;
 f strong business acumen and the ability to anticipate and assess business risks and opportunities;
 f the ability to build strong networks, relationships and credibility with the Chief Executive, the 
Board, the Audit Committee and senior management; and
 f sound judgement and the ability to stand firm when necessary.
The Head of Internal Audit can have a positive influence on the entity’s risk management, financial 
and operational controls and its performance. The position should therefore be classified at a 
suitably senior level.
Responsibilities
The Head of Internal Audit is normally responsible for:
 f developing strong relationships with key stakeholders; 
 f providing effective and timely advice to senior management;
 f establishing the entity’s internal audit strategy and work plan;
 f where appropriate, allocating areas of responsibility to contracted service providers;
 f formulating staffing and budget requirements to help ensure that internal audit resources are 
effectively deployed;
 f the overall performance of the internal audit function (in particular, oversight of the quality 
assurance and improvement process); and
 f oversighting external providers where entities have co-sourced or outsourced internal audit 
arrangements. 
41 The discussion in sections 5.5 and 5.6 primarily relates to models of service delivery that are managed in-house. In an 
outsourced model, the matters discussed would largely be considerations for the service provider.
For some small 
entities there 
may not be the 
critical mass 
to make an in-
house internal 
audit function 
viable and 
sustainable.
The Head of 
Internal Audit is 
responsible for 
internal audit 
and is vital to 
the success of 
the function.
33 Chapter 5—Resourcing the internal audit function
Pa
rt
 1
Appointment
Given the importance of the position, it is appropriate that the Chair of the Audit Committee advise 
the Chief Executive/Board on the appointment of the Head of Internal Audit.42 The involvement of 
the Audit Committee chair, and the committee as appropriate, in appointing the Head of Internal 
Audit will help to ensure there is a good working relationship with the committee and a clear 
understanding of the expectations of the committee.
5.6 Internal staffing
The need to establish and maintain an internal audit unit that is staffed with people who have the 
necessary skills and experience is an ongoing issue for most, if not all, entities.
Ongoing staff
A carefully developed internal audit strategy enables the Head of Internal Audit to determine the skill 
mix that might usefully be maintained in-house. Key approaches that can underpin the development 
of the right skills mix include:
 f creating a learning environment. An internal audit function of sufficient size can set up group and 
individual arrangements to allow individual staff members to reflect on and learn from their own 
and others’ experiences. Some organisations also establish formal ‘knowledge champions’ to 
develop specialist knowledge and share it with the team as a whole;
 f maintaining a structured professional development program. Better practice internal audit 
functions encourage staff to maintain and develop skills of relevance to the activity through 
the pursuit of additional professional qualifications and continuing professional education; and
 f undertaking selective recruitment. When recruitment is undertaken, the competencies sought 
should be matched against the competencies needed to assist in achieving the objectives of 
the internal audit function. 
Secondment
Secondment of staff to internal audit can be a useful way of supplementing internal audit resources.
A number of secondment options are available including:
 f internal secondments or rotations to internal audit for a fixed period of time. This benefits the 
organisation and the individuals involved by developing officers who have a good understanding 
of the entity’s governance and accountability arrangements and a good overview of the different 
parts of the entity. Some entities see merit in rotating potential senior managers through internal 
audit for set periods as part of their career development.43 Internal secondments also benefit 
internal audit by having auditors with operational experience in the organisation, who can 
provide a reality check on audit findings and conclusions. However, to ensure such staff remain 
objective and to avoid any perception that there may be a conflict of interest, effective training 
and supervision are important;
 f using subject matter experts from within the organisation for particular audits. This can provide 
additional resources for internal audit for a specified period and can also avoid the learning 
curve often involved with complex audits. Such experts can also add credibility to the audit 
findings and conclusions. Like other internal secondments, adequate training and supervision 
are necessary to help ensure objectivity; and
42 ANAO Better Practice Guide—Public Sector Audit Committees, August 2011, p. 12, notes one of the general responsibilities 
of the Audit Committee would be to provide advice to the Chief Executive/Board on the appointment of the Head of 
Internal Audit.
43 The effectiveness of such strategies is enhanced when supported by senior management, particularly the Chief Executive.
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 f secondments of staff from other public sector agencies. This arrangement provides an 
opportunity for internal audit to gain specialist expertise and/or extra resources from outside 
the entity and for the individual to gain experience in a different organisation and/or work area.
5.7 Management of a co-sourced or outsourced function
The key to success in managing external providers, like the management of any outsourced 
service44, involves:
 f choosing a provider with the right experience, on the basis of a value for money assessment;
 f establishing clear expectations with the service provider; and
 f actively monitoring the performance of the provider and managing the relationship throughout 
the life of the contract.
Choosing the right provider
Issues to consider in choosing an external provider include:
 f the provider’s experience in providing internal audit services;
 f knowledge of the entity’s objectives, governance arrangements, values and culture; 
 f the knowledge, skills and availability of the personnel involved in conducting and supervising 
the work; 
 f the capacity of the provider to respond to peaks in work;
 f knowledge of the public sector generally, including accountability requirements; 
 f quality assurance arrangements; and 
 f cost. 
In situations where there is an extensive audit plan and a broad range of skills are required, it 
may be appropriate to establish a panel of service providers. Such an arrangement can provide 
access to extra skill sets and provide additional flexibility compared to a single provider. If a panel 
arrangement is adopted, consideration needs to be given to striking a balance between the number 
of providers required to provide sufficient flexibility and access to skilled staff and the need to avoid 
spreading work too thinly. Where an external provider is contracted to only perform a small parcel 
of work, there is limited opportunity for the provider to develop the required understanding of the 
entity and its business needs.
Establishing clear deliverables 
Service delivery requirements should be outlined in a contract with the internal audit service 
provider. In most cases these would include: 
 f the services to be provided, including specific deliverables such as: progress reports; the 
provision of draft and final audit reports; other services such as the development of internal 
audit strategies and plans; advice and assistance to management, including disseminating 
examples of better practice and lessons learnt throughout the entity; the provision of secretariat 
and other services to the Audit Committee and attendance at Audit Committee meetings; 
 f the professional standards and procedures to be followed, including quality assurance 
arrangements;
 f expected timeframes for audits; 
 f the authority to access relevant records, personnel and property;
 f ownership and custody of working papers; 
44 For better practice guidance on developing contracts and managing service providers, see the ANAO Better Practice 
Guide—Developing and Managing Contracts, February 2012.
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 f key performance indicators;
 f confidentiality of information; and 
 f remuneration arrangements. 
A key safeguard in helping to ensure that an external provider delivers a quality internal audit service 
is to be satisfied that the provider allocates staff with appropriate skills and experience to audit 
assignments and has in place effective supervision arrangements, including sufficient oversight/ review 
by a partner or experienced senior auditor. To this end, it is generally appropriate to include a clause 
in the contract nominating the personnel who will provide the audit services and to require the entity 
to be consulted before other staff are used. This will also facilitate obtaining any necessary security 
clearances. 
Managing conflicts of interest and conflicts of role
It is not uncommon for the internal audit provider to be part of a large service firm, which may also 
be seeking to provide other services to the entity. This can generate an objectivity risk and limit the 
ability of the internal audit service to review parts of the organisation. 
Better practice is for internal audit service contracts to prohibit a contractor providing additional 
services to the entity without the approval of the Head of Internal Audit. This enables the Head 
of Internal Audit to determine whether the work is consistent with independence and objectivity 
requirements and whether the results of the work should be reported to the Audit Committee. 
Entities may also wish to consider engaging with more than one internal audit service provider, 
so that work undertaken by a firm is not reviewed by the same firm.
It should also be noted that a firm engaged as an internal auditor retains the key responsibility of 
this  role even if a different part of the same firm is engaged in consultancy work within the 
organisation. The reporting obligations that internal audit have to the Audit Committee and Chief 
Executive/Board apply equally to non-internal audit work undertaken by internal audit contractors 
and contracted firms.45
Managing an outsourced service provider
Even though the internal audit function may be completely outsourced, responsibility for the overall 
efficiency and effectiveness of the internal audit function remains with the entity. It is therefore 
important for the entity to retain control of the internal audit strategic direction and to actively 
monitor the performance of the provider.
Where an outsourced delivery model is chosen, assigning a senior member of the entity’s 
management team to oversee the delivery of internal audit services will assist in achieving close 
alignment between the entity’s needs and the internal audit service provided.
In these circumstances it is also useful to appoint a staff member as an in-house liaison officer 
for the provider. Such a person has specific responsibility for activities such as monitoring the 
provider’s performance, managing the contract and the relationship, and acting as a day-to-day 
‘sounding board’ for the external provider. This latter role can be of great assistance to the provider 
as it can act as a reality check on internal audit findings and recommendations, help the provider to 
understand particular organisational nuances and provide advice on sensitive matters.
The contract should establish robust performance and quality measures and the performance of 
the providers should be formally assessed from time to time. In addition, service providers would 
be expected to participate in external quality reviews of the internal audit activity of the entity (see 
section 7.5 page, 46). In some delivery models, such a formal independent review may inform 
decision-making at contract review points.
45 See, for example, Internal Auditing Performance Standard 2440.C2—‘During consulting engagements, governance, risk 
management, and control issues may be identified. Whenever these issues are significant to the organisation, they must 
be communicated to senior management and the Board.’
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6 Efficient and effective work practices
6.1 Introduction 
It is important that internal audit processes are efficient and effective. Protracted or inefficient 
processes can result in a loss of confidence by key stakeholders in the outcome of internal audits 
or in the internal audit function itself. Better practice internal audit functions would generally seek 
to continuously improve their own performance through appropriate review and training activity.
There are a number of measures and actions that can be put in place, or taken, to assist in 
maintaining an efficient and effective internal audit function.
6.2 Documentation of the internal audit process 
Development of an internal audit manual or similar reference source that documents the policies 
and procedures for conducting audits and managing the internal audit function is important to: 
 f encourage a consistent approach to achieve a quality result; 
 f assist new starters to understand the internal audit process; 
 f demonstrate an objective and systematic approach to the conduct of internal audits; and 
 f provide a basis for review and to improve existing practices. 
The internal audit manual should be tailored to the needs of the internal audit unit and would reflect 
the service delivery model chosen. It would generally include policies and procedures for: 
 f planning individual audit assignments; 
 f evidencing compliance with professional standards and methodologies;
 f internal audit fieldwork and supervision; 
 f reporting audit results and categorising overall audit findings and audit recommendations; 
 f servicing the Audit Committee; 
 f assessing internal audit performance, including conducting client surveys; 
 f records management and security procedures; and 
 f reviewing the manual. 
The internal audit manual should provide local procedures consistent with applicable standards. 
Using diagrams, flowcharts and checklists can help to generate a better understanding of the 
processes involved, while including references to templates and any planning and auditing tools 
assists in promoting the support available to audit teams. The manual may be an electronic 
document (for example, on an intranet site) that also includes links to electronic copies of other key 
documents to facilitate updating and access by internal audit staff. 
Example internal audit manual list of contents 
Part 3 of the Guide includes an example list of contents for an internal audit manual. 
6.3 Managing the internal audit process 
There are a number of characteristics normally present in the conduct of a successful audit: 
 f a detailed audit assignment plan; 
 f an appropriate audit approach and methodology; 
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 f effective communication with stakeholders; 
 f effective supervision; 
 f continuous monitoring; and 
 f the application of due care. 
These characteristics are discussed in more detail below. 
Audit planning 
A detailed plan should be prepared for each audit assignment, specifying the: 
 f objectives and scope of the audit; 
 f audit approach and methodology to be followed; 
 f audit deliverables, such as draft and final reports, and related target dates; and 
 f resource requirements. 
To provide a timely report to management and the Audit Committee, a key aim in planning an 
audit should be to complete the audit in the minimum time necessary. It is therefore important that, 
in planning and scoping audits, audit effort and resources are directed to the more significant issues. 
Before commencing an audit, it is good practice to review with line management whether the 
issues identified during the annual planning phase remain relevant. This can avoid conducting 
unnecessary work and may allow audit resources to be freed up for other reviews where internal 
audit can add greater value; alternatively, a change in scope may be required. In either case, 
approval should be sought from the Audit Committee to maintain the integrity of the process. 
Where internal audits involve areas of interest to other parties such as those purchasing services 
from the entity or to external service delivery providers, it is important to obtain their perspective on 
the issues to be addressed. 
It is also important that the plan is sufficiently flexible so it can be adjusted if circumstances require it. 
Audit approach 
Generally, an internal audit will involve a combination of audit approaches and techniques. These 
include interviews, document reviews, sampling, testing of controls, and analysis of transactions, 
processes and management information.46 The audit approaches selected should be the most time 
and cost-effective given the objectives and scope of the audit. The aim is to collect sufficient, reliable, 
relevant and useful evidence to enable the internal auditor to come to well-founded conclusions 
about the program or activity under review and to make appropriate recommendations.
Decisions will have to be made at each stage of the audit regarding the need for specific testing, 
data collection and analysis and the extent that reliance can be placed on work of other internal or 
external reviewers.
Effective communication
Effective communication with stakeholders throughout the audit process is essential for a successful 
audit outcome. The aim should be to ensure that there are no surprises in the formal report for the 
management and staff of the area under review.
46 There are a number of model control frameworks that can assist internal audit in developing an appropriate audit approach. 
These include: 
•	 various publications of the Committee of Sponsoring Organisations of the Treadway Commission (COSO); 
•	 the Canadian Institute of Chartered Accountants—Guidance on Assessing Control—The CoCo Principles; and 
•	 ISACA, Control Objectives for Information and Related Technology (CobiT). 
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Communication starts at the initial planning phase and continues right through to the implementation 
of audit recommendations.
Internal audit units commonly produce a protocol to aid in the internal communication process. The 
protocol sets out agreed arrangements for the conduct of audits: it usually sets out the sequence 
of events in an audit and the opportunities for consultation during the process; it outlines the 
responsibilities of entity management as well as those of the internal auditor. It is good practice, as 
part of the protocol, to identify a senior manager with overall responsibility for the business area being 
reviewed. This person will be the primary senior point of contact for the audit and be responsible for 
responding to the audit report and for the implementation of agreed recommendations.
In addition to the contact arrangements outlined in the internal audit protocol, it is also important 
that the auditors communicate regularly with the audited area both in terms of ‘testing’ emerging 
findings, conclusions and recommendations and in keeping the area informed about the progress 
of the audit.
Example internal audit protocol
Part 3 of the Guide includes an example of an internal audit communication protocol.
Effective supervision 
To assist in maintaining high-quality standards, it is important that audit teams are properly 
supervised. Supervision needs will vary according to the skill and experience of the team but will 
generally involve: 
 f providing suitable directions or guidance at the start of an audit; 
 f regularly monitoring audit progress; 
 f ensuring compliance with professional standards and the internal audit manual; 
 f ensuring that audit findings, conclusions and recommendations are adequately supported by 
the evidence; and
 f ensuring that reports are accurate, objective, clear and concise. 
Audit quality is further strengthened where the management of the audit and the emerging findings 
are reviewed periodically by someone at a distance from the detail of the audit. 
Monitoring audit progress 
The progress of an audit and the findings and conclusions emerging from it should be regularly 
monitored. In this way any issues requiring immediate action by management can be brought to 
their attention and, if necessary, to the attention of the Chief Executive and the Audit Committee. 
Accordingly, systems and processes need to be in place to monitor emerging issues and the 
progress of audits against the audit assignment plan and to alert stakeholders when action is 
required. For large or complex reviews, a formal mid-point review, and other progress discussions 
as necessary, involving the Head of Internal Audit, the audit team and the area being audited is a 
useful means of keeping all parties informed of the audit progress and any emerging issues. 
Objectivity and due care 
Good audit processes are necessary, but, by themselves, are not sufficient to deliver an effective 
internal audit function. Such processes need to be supported by internal audit staff exercising due 
care in their work. Due care, in the case of internal audit, means auditors working diligently and 
applying impartial judgement based on integrity, skill and experience. 
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It also requires internal auditors to: 
 f be fair and not allow prejudice or bias to override impartiality; 
 f declare any potential or actual conflict of interest; 
 f not accept any gifts or other benefits from any entity employee, client, customer, supplier, or 
business associate unless allowed by both the entity’s policy on hospitality and any additional 
rules established by the Head of Internal Audit;
 f use all reasonable care in obtaining sufficient, reliable, relevant and useful evidence; and 
 f treat information obtained in the course of their work as confidential and not use any such 
information for personal benefit. 
Due professional care includes the use of the best available techniques for the acquisition of 
evidence.
6.4 Internal audit reporting 
The audit report is the major means of communicating the findings, conclusions and 
recommendations of an audit and much of the work of internal audit is judged on the quality of the 
final audit report, including the report’s analysis, findings, conclusions and recommendations. The 
recommendations, in particular, provide the basis for: 
 f improving internal controls and/or improving business performance; and 
 f identifying better practice and/or lessons learnt. 
To provide confidence that the audit findings and conclusions are accurate and valid and to 
maximise the value derived from the review, the Head of Internal Audit should develop policies and 
procedures for the reporting phase of the audit. These would normally cover the: 
 f quality standards and presentation requirements for the report itself; 
 f review of draft reports to ensure quality; 
 f consultation with audited areas on the draft report, particularly regarding draft audit conclusions 
and recommendations; 
 f review of the final report;
 f annual reporting; 
 f dissemination of better practice and lessons learnt that may have broader application or 
relevance; and 
 f requirements for safeguarding the confidentiality of audit material. 
Such policies and procedures should be included in the internal audit manual and/or in the service 
contract where the internal audit function is co-sourced or outsourced. 
Reporting standards 
To help ensure audit reports are timely and of the required quality, appropriate internal requirements 
should be developed. These could include: 
 f a requirement for an overall audit conclusion and rating related to the audit objective(s); 
 f the style and format of reports, including the use of any report template(s);
 f expected timeframes for preparing draft reports and finalising reports; 
 f the length of reports; 
 f a requirement to include comments from the business area audited; 
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 f a requirement to include an action plan, including the individual responsible and the timeframe, 
to implement agreed recommendations; and 
 f a requirement for certification that the audit has been conducted in accordance with specified 
professional standards. 
The allocation of individual ratings on findings, reflecting the risk to the entity given the identified 
issues, assists the Audit Committee and senior management to assess the relative importance of 
individual recommendations or agreed actions. There are various options for categorising ratings but 
essentially they all reflect a range of risk exposures. Some describe overall performance in alpha or 
numeric grades or in terms ranging from extreme, high, medium and low. Others use colours either 
in the form of a ‘heat map’ for example, red, orange, yellow and green or ‘traffic lights’, red, orange 
or green. 
The allocation of an overall report rating that reflects the internal auditor’s assessment of the program 
or activity under review assists the Audit Committee and senior management to assess the level of 
assurance that has been provided. Similarly, overall ratings may be alpha, numeric, colour-based or 
graphical. They should reflect overall performance of the program or activity against its objectives 
and in the context of the scope of the review.
Where multiple audit providers are used, it is important that a common rating system is in place.
Review of draft reports 
To provide confidence in the quality of audit reports, it is important that a draft of the report is 
reviewed by the Head of Internal Audit or a senior internal audit specialist appointed for the task, 
prior to the draft report being discussed with the business area being audited. This helps to ensure 
that the: 
 f report covers the objectives and scope of the audit; 
 f report demonstrates a good understanding of the area under review; 
 f audit findings are placed in context and the report is balanced; 
 f audit findings and conclusions can be supported by the evidence and analysis; 
 f report is logically structured and the final report can be understood by a reader who may not 
have a detailed understanding of the topic or area subject to review; and 
 f proposed recommendations are action-orientated, practical and cost-effective to implement 
and address the underlying issue identified by the audit. 
Consultation with audited areas 
Once the draft report has been reviewed, it should be discussed with the audited area, at a 
senior level, to seek their view on the audit findings, conclusions and recommendations. This is an 
opportunity to ensure that the auditors have fully understood the area under review, and to test with 
the audited area the practicalities of proposed recommendations. Feedback and comments should 
be weighed carefully and the draft report amended, if necessary, before being finalised. 
This does not mean that all audit conclusions and/or recommendations need to be agreed, although 
it would be expected that, in the majority of instances, agreement should be able to be reached. 
In situations where agreement is not reached, the audit report should outline the reason for this, 
including, if necessary, an additional comment from internal audit to assist the Audit Committee 
and the Chief Executive to form a judgement on the issue(s). 
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Review of final reports 
Prior to release, the final report should be reviewed and signed off by a senior manager of the 
business area being audited, the Head of Internal Audit and, in the case of outsourced audits, a 
responsible manager of the outsourced provider. This signifies that all parties are satisfied with the 
content of the report and that the business area agrees, where applicable, to the action plan and 
timetable to address the agreed recommendations. 
Annual reporting
It is better practice for the Head of Internal Audit to prepare an annual report of activity for 
consideration by the Audit Committee. This report will address issues of internal audit performance 
(see Chapter 7) and may provide assurance in relation to critical issues. It may, for example, provide 
a formal statement in support of the signing of the certificate of compliance; it may highlight risk and 
control trends and issues; and it may provide additional assurance in support of the signing of the 
entity’s financial statements. Where particular assurance is required by the Audit Committee, it 
should be advised during the planning of the internal audit work plan, as retrofitting such 
requirements after completion of the work program may be difficult.
A summary from the report could be included in the entity’s annual report.47 For CAC Act agencies 
this might form part of the discussion of ‘ethics and risk management policies’.
Disseminating better practice and lessons learnt
Internal audit has a distinctive vantage point within the entity to identify better practice and lessons 
learnt that could have broader application or relevance throughout the entity. In particular, activities 
such as procurement, grants management or records management are applicable to most public 
sector entities, and lessons from audits in other areas of the entity or external audits in other entities 
may have relevant application.48
Arrangements should be made to transfer relevant examples of better practice and lessons learnt to 
other parts of the entity. This may require disseminating the lessons learnt in a suitably edited version.
The entity’s intranet and organisational newsletters can be effective means of reaching a wide 
audience throughout the organisation.
Confidentiality requirements
There should be a clear understanding of the audience of each internal audit report. This is 
particularly important where responsibility for program or service delivery is shared between different 
organisations or when another entity is seeking to rely on the report for its own accountability 
purposes.
In the draft report phase, information should, as far as possible, be kept confidential between 
internal audit and the area being audited.49 However, once finalised the report should be distributed 
to those with a legitimate interest in the report and may include the Chief Executive, the Audit 
Committee, other senior management members and the external auditor. Where appropriate, the 
report should be classified in line with government and entity security policies.50
47 Requirements for Annual Reports for Departments, Executive agencies and FMA Act bodies are issued by the Department 
of the Prime Minister and Cabinet from time to time.
48 The Financial Management Act Regulation 22C requires the Audit Committee of FMA Act agencies: to review the content of 
reports of internal and external audits, for the purpose of identifying material that is relevant to the Agency, and advising 
the Chief Executive about good practices; and, further, to advise the Chief Executive about action to be taken on significant 
matters.
49 A clear exception would be if there were indications of a serious control matter that required immediate notification to the 
Chief Executive and/or the Audit Committee.
50 Guidance on the classification of documents can be found in the Information Security Management Protocol (2011) issued 
by the Attorney-General’s Department.
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Internal audit reports can be requested under Freedom of Information (FOI) legislation. Such 
requests should be dealt with in accordance with the entity’s normal procedures for handling FOI 
requests. The entity might consider this possibility and make reports available as a matter of course.
6.5 Audit report recommendations
The implementation of audit report recommendations is the most visible way for the internal audit 
process to add value to the entity. To encourage management buy-in and commitment, it is important 
that recommendations are developed in consultation with the management responsible for the area 
audited. Better practice recommendations exhibit a number of characteristics, including that they are: 
 f clear, practicable, workable solutions that address the issue(s) at hand; 
 f action-oriented and capable of standing alone; and 
 f cost-effective to implement. 
Recommendations should be categorised or prioritised according to the risk the audit findings 
represent to the entity if the recommendations are not implemented. This helps to determine their 
relative importance and the timeframe in which the recommendations should be implemented.51 
Where multiple internal audit providers are used it is important that a common categorisation 
system is used. 
To assist in achieving timely remedial action, audit reports should also include an action plan and a 
realistic timeframe, agreed with management, for the implementation of the recommendation(s). As 
a general rule, recommendations designed to address the highest category of risk exposure would 
be acted on immediately and implemented within one to three months; medium risk exposures 
would be implemented within three to six months and low level risk exposures within six to 12 
months. Where recommendations involve a long lead time to address fully, for example where 
changes to policy, purchases of new equipment or services are involved, better practice suggests 
the action plan and timeframe is broken up into stages. 
The audit report should also identify who has responsibility for implementing the recommendation. 
Assigning individual responsibility creates a personal commitment and accountability that enhances 
the chances of a successful outcome. 
6.6 Monitoring recommendations 
The benefits of an internal audit report are reduced, and risks remain, if recommendations are not 
implemented within the agreed timeframe. While implementation is a management responsibility, 
internal audit is in a good position to monitor implementation progress.52 A rigorous process to 
follow-up audit report recommendations and reporting to the Audit Committee can send a strong 
signal that the timely implementation of recommendations is important. This can also assist the 
Audit Committee in its role of reviewing the adequacy of the entity’s response to internal and 
external audit reports and, more broadly, contribute to improving aspects of an entity’s administration.
A self-assessment by line management is likely to be the most efficient and effective approach 
to monitor progress. In some circumstances a follow-up audit may be appropriate, with the 
scope and timing of any follow-up audit being determined by the risks posed to the entity if the 
recommendations are not implemented in an effective and timely manner.
51 These can also be described in terms of a ‘heat map’ or ‘traffic lights’, in categories such as high, medium or low risk or in 
numeric terms such as category one, two or three.
52 In addition to monitoring the implementation of internal audit recommendations to support the Audit Committee, internal 
audit is often tasked with monitoring the implementation of agreed recommendations of the external auditor, Parliamentary 
Committees and other review bodies.
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If internal audit is not satisfied with progress, the matter should be escalated to senior management 
so management fully understands the risks involved. This would normally be through the 
Audit Committee.53
Proforma implementation of recommendations progress report 
Part 3 of the Guide includes a proforma of a report to the Audit Committee detailing progress 
in implementing agreed recommendations of internal and external audit reports, Parliamentary 
Committees and other review bodies.
53 One of the responsibilities for an Audit Committee identified in the ANAO Better Practice Guide—Public Sector Audit 
Committees, August 2011, is monitoring management’s implementation of internal and external audit recommendations.
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7 Performance assessment and 
quality assurance
7.1 Introduction
Periodically assessing performance and addressing opportunities for improvement can help 
maximise the efficiency and effectiveness of the internal audit function. Measuring performance is a 
means whereby internal audit is held accountable for its use of resources and service improvements 
can be demonstrated.
Audit Committees should review the performance of internal audit each year.54 Formal performance 
measures are likely to facilitate this monitoring and review, and the committee should approve the 
performance indicators used.
7.2 Measuring internal audit performance
The key performance indicators (KPIs) used are of central importance because those features that 
are measured are the matters that tend to receive the highest priority. It is important, therefore, that 
the KPIs for internal audit be aligned with the entity’s internal audit strategy and work plan, and help 
to drive the behaviour the entity expects from internal audit.
It is also important that performance is measured over time in order to identify trends, and that 
performance is measured against both qualitative and quantitative targets. Such targets should be 
challenging but realistic. While recognising that every organisation is different, the entity may benefit 
from formal or informal benchmarking of indicators and performance across other public sector 
entities.
The most suitable KPIs will vary from entity to entity depending on their internal audit strategy and 
the role assigned to internal audit. It would be expected that KPIs would be limited in number but 
as a minimum would measure the timeliness, cost and quality of both audit work and any other 
services provided by internal audit. Better practice KPIs include measurement of the:
 f timeliness and cost of internal audits commensurate with the objectives or benefits of the 
internal audit;
 f acceptance of recommendations made by internal audit;
 f quality of assurance reviews, advisory services and audit support activities, including 
stakeholder satisfaction;
 f progress in delivery of the approved program;
 f internal audit staff qualifications and professional development;
 f internal audit staff satisfaction; and
 f overall contribution made by the internal audit function. 
It is relatively straightforward to measure the cost and timeliness of internal audit reports. It is more 
difficult to measure, in an objective way, the quality of internal audit services or the contribution 
internal audit makes to the entity. Consequently, measurement of the effectiveness or the value 
added by individual reports and the internal audit function itself is generally best measured by 
seeking the views of key stakeholders.55 
54 ANAO Better Practice Guide—Public Sector Audit Committees, August 2011, p. 36.
55 In any event, internal audit should keep track of where it has significantly influenced change in the entity.
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Example key performance indicators 
Part 3 of the Guide includes example key performance indicators.
7.3  Measurement techniques 
Management information systems and processes should be established to record and report the 
required performance data in a cost-effective way. 
Client satisfaction surveys at the end of an audit can be a useful and well-accepted way of 
measuring the level of satisfaction with internal audit services. Short surveys that can be completed 
electronically are an efficient means of collecting data. Any significant issues identified from such 
surveys should be followed up in an interview, where possible. 
Key issues to address in such audit surveys include the: 
 f internal auditors’ understanding of the area under review; 
 f quality of the analysis undertaken; 
 f usefulness of the recommendations;
 f efficiency of the process; 
 f level of collaboration with management; and 
 f overall value of the report to management. 
As a key stakeholder, the Audit Committee should also be involved in providing regular feedback 
on the quality and cost-effectiveness of the audit reports and other services provided by internal 
audit. It would also be expected that the views of the Chief Executive and the external auditor would 
be sought periodically, but at least once annually.56 Finally, self-assessment by the Head of Internal 
Audit on the performance of the function over the year is also a useful contribution to measuring 
performance, when done in conjunction with other surveys.
Example client survey questionnaire 
Part 3 of the Guide includes an example client survey questionnaire. 
Example Audit Committee questionnaire 
Part 3 of the Guide includes an example Audit Committee questionnaire. 
Internal audit better practice self-review questionnaire
Part 3 of the Guide includes a self-review questionnaire to assess if the key elements of a better 
practice internal audit function are in place.
7.4 Internal audit performance report 
To assist the Audit Committee to review the performance of internal audit, the Head of Internal 
Audit should prepare a report for the Audit Committee, at least annually, on progress in implementing 
the internal audit strategy and completing the work plan. 
The content of the report, which should be agreed by the Audit Committee, could be expected to: 
 f comment on the internal audit activities and any variances from approved plans;
 f report on progress in implementing the internal audit strategy and completing the work plan;
 f discuss highlights and challenges during the period;
 f report on internal audit’s overall contribution to managing the entity’s risks and improving 
performance; and 
 f identify issues that may require attention in relation to the internal audit function. 
56 It is acknowledged that the external auditor may not have a complete picture of all the activities of the internal audit 
function. Nevertheless, as part of its planning processes, the external auditor considers the effectiveness of the internal 
audit function and the reliance that can be placed on its work.
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7.5 Quality assurance
Being able to demonstrate that internal audit has a strong commitment to the quality of its work and 
improving its processes is important in gaining the confidence of the Chief Executive/Board, the 
Audit Committee and senior managers in the work of internal audit.
Although primary responsibility for the quality of internal audit work rests with individual auditors 
supported by a system of appropriate supervision, it is better practice for the Head of Internal Audit 
to develop a separate formal quality assurance program consisting of periodic internal and external 
reviews. The focus of these reviews should be on adherence to standards, the quality of the internal 
audit work and the efficiency of internal audit processes.
Internal quality assurance review
The internal review should be conducted every two to three years by an experienced member of 
the internal audit team, or by an auditor from another internal audit unit or a consultant. 
The review should be undertaken in an objective and unbiased manner and be commissioned by 
the Head of Internal Audit, who would present the results to the Audit Committee. The timing and 
cost of such reviews should be included in the internal audit strategy and internal audit budget.
External quality assurance review
An external quality assurance review is also an important tool in demonstrating internal audit’s 
commitment to quality and external scrutiny and can provide valuable input into the internal audit 
strategy. As well as providing assurance over the quality of internal audit work, the external review 
should assess the entity’s use of internal audit, the effectiveness and efficiency of the internal 
audit unit and identify areas where processes and outcomes can be improved. This could include 
benchmarking the performance of the internal audit against similar organisations.
Such review would be expected to cover the entire spectrum of internal audit activity. It should be 
conducted at least every five years and include as a minimum the:
 f relevance and adequacy of the internal audit charter to the needs of the entity;
 f compliance with the requirements of the internal audit charter;
 f competency and capacity of the internal audit function;
 f efficiency and effectiveness of the planning processes;
 f timeliness, quality, costs and benefits of audits;
 f efficiency and effectiveness of the reporting arrangements;
 f compliance with specified professional or other standards and internal audit manuals; and
 f identification and reporting of leading practices.
The review should be commissioned by the Head of Internal Audit and/or the Chair of the Audit 
Committee and conducted by an appropriately qualified, independent, external party. This may 
be consultants or peers from another internal audit unit and appropriate objectivity needs to be 
maintained. The results of the review should be reported to the Audit Committee. The timing of 
such reviews should be factored into the internal audit strategy. The budgeting for such a review is 
a matter for the entity but it may be appropriate to include the cost in internal audit’s budget.
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 Model Internal Audit Charter
Heads of Internal Audit are encouraged to review, in consultation with the Chief Executive/
Board and the Audit Committee, their existing charters against this model. In doing so it 
is important that each entity carefully consider its particular circumstances, especially the 
range of responsibilities outlined in Chapter 2 of this Guide.
Introduction
The [Chief Executive/Board] has established the [name of internal audit unit] as a key component 
of [entity’s] governance framework. 
This charter provides the framework for the conduct of the internal audit function in the [entity] 
and has been approved by the [Chief Executive/Board] on the advice of the Audit Committee.
The Head of Internal Audit is responsible for the management of the internal audit function as a 
whole and is the person occupying the position of [specify an appropriate governance role in the 
entity].
Purpose of internal audit
Internal audit provides an independent and objective assurance and advisory service to:
 f provide assurance to the [Chief Executive/Board] that the entity’s financial and operational 
controls are operating in an efficient, effective, economical and ethical manner; and
 f assist management in improving the entity’s business performance.
Scope of internal audit activity
Internal audit activity encompasses the review of all financial and non-financial policies and 
operations. Internal audit reviews may cover any of the programs and activities of [entity] together 
with associated entities [insert as required] as provided for in relevant business agreements, 
memoranda of understanding or contracts. 
Independence
Independence is essential to the effectiveness of the internal audit function.
Internal audit has no direct authority or responsibility for the activities it reviews. The internal audit 
function has no responsibility for developing or implementing procedures or systems and does not 
perform in-line management functions [except as noted below—delete if not applicable].
Internal audit reports functionally to the Audit Committee. The Head of Internal Audit is accountable 
to the [Chief Executive/ Board] for the efficient and effective operation of the internal audit function.
The Head of Internal Audit has direct access to the [Chief Executive/Chair of the Board], and the 
Chair and other members of the Audit Committee. Periodic meetings will be held between the Head 
of Internal Audit and the Audit Committee without other parties being present.
Authority and confidentiality
All reviews are undertaken under the authority of the [Chief Executive/Board].
Subject to compliance with [entity] security policies, internal auditors are authorised to have full, 
free and unrestricted access to all functions, premises, assets, personnel, records, and other 
documentation and information that the Head of Internal Audit considers necessary to enable 
internal audit to meet its responsibilities.
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All records, documentation and information accessed in the course of undertaking internal audit 
activities are to be used solely for the conduct of these activities. The Head of Internal Audit and 
individual internal audit staff (including contractors and external service providers performing work 
on behalf of internal audit) are responsible and accountable for maintaining the confidentiality of the 
information they receive during the course of their work.
Inter-agency arrangements with other entities also provide for consultation and disclosure of audit 
matters affecting other entity programs and other circumstances [delete if not applicable].
Roles and responsibilities 
In the conduct of its activities, internal audit will play an active role in:
 f developing and maintaining a culture of accountability, integrity and adherence to high ethical 
standards;
 f facilitating the integration of risk management into day-to-day business activities and processes; 
and
 f promoting a culture of cost-consciousness and self-assessment.
Internal audit has a primary responsibility to advise on governance, risk management and control 
issues and is required to report inadequately addressed risks and non-effective control processes 
to management and/or the Audit Committee. Reporting will be escalated to a level consistent with 
the internal audit assessment of the risk.
Internal audit activities will encompass the following areas:
Assurance activities 
Internal audit assurance activities include audits with the following orientation:
Compliance
 f compliance with legislative requirements, Australian Government and [entity] policies and 
procedures, including assurance in respect of the Certificate of Compliance/Compliance 
Report;
 f the adequacy and effectiveness of internal controls, including information technology 
system controls such as those relating to finance, operations, information technology systems 
and information security;
 f the ethical conduct of the agency and its employees, contractors and agents;
 f the recording, control and use of entity assets; and
Performance improvement
 f the economy, efficiency and effectiveness of the entity’s business systems and processes.
Advisory services 
Internal audit can advise [entity] management on a range of matters including [insert as required]:
New programs, systems and processes
 f providing advice on the development of new programs and processes and/or significant 
changes to existing programs and processes, including the design of appropriate controls;
Risk management
 f assisting management to identify risks and develop risk mitigation and monitoring strategies as 
part of the risk management framework;
 f coordinating the [entity] Risk Management Plan;
 f monitoring and reporting on the implementation of risk mitigation strategies;
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Fraud control
 f assisting management to identify the risks of fraud and develop fraud prevention and 
monitoring strategies; and
 f coordinating the [entity] Fraud Control Plan.
Audit support activities
Internal audit is also responsible for:
 f assisting the Audit Committee to discharge its responsibilities; 
 f providing secretariat support to the Audit Committee;
 f monitoring the implementation of recommendations;
 f disseminating better practice and lessons learnt arising from its audit activities across the entity; 
and
 f managing the audit function. 
 f [insert other functions as required]
Non-audit activities
Internal audit has management responsibility for the following areas:
[insert non-audit responsibilities if any]
Follow-up activities
Internal audit activity will be responsible for appropriate follow-up of audit engagement findings and 
recommendations. 
Standards
Audit activities will be conducted in accordance with the following professional standards: 
 f [specify applicable standards]
Internal audit activities will also be conducted in accordance with the Australian Public Service and 
supporting [entity] values, policies and procedures.
In the conduct of internal audit work, internal audit staff will comply with relevant professional 
standards of conduct and exercise due professional care in performing their duties.
Relationship with external audit and other assurance activities
Internal audit will establish and maintain an open relationship with the external auditor and any other 
assurance providers. Consistent with the internal audit strategy, internal audit will plan its activity to 
help ensure the adequacy of overall audit coverage and to minimise duplication of assurance effort.
External auditors have full and free access to all internal audit strategies, plans, working papers 
and reports.
Planning
The Head of Internal Audit will prepare, for the Audit Committee’s consideration, an internal audit 
strategy and an internal audit work plan in a form and in accordance with a timetable agreed with 
the Audit Committee.
The Head of Internal Audit will communicate the impact of resource limitations and any significant 
changes in the strategy and plan to the Audit Committee.
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Reporting to the Audit Committee 
The Head of Internal Audit will report to each meeting [insert appropriate frequency as agreed with 
the Audit Committee] of the Audit Committee on:
 f audits completed;
 f progress in implementing the internal audit strategy and work plan; and
 f the status of the implementation of agreed internal and external audit, Parliamentary Committee 
and other relevant external body recommendations.
Internal audit will also report to the Audit Committee at least once annually on the overall state of 
internal controls in [entity] and any systemic issues requiring management attention, based on the 
work of internal audit and other assurance providers.
Administrative arrangements
Any change to the position of the Head of Internal Audit, or a service provider, will be approved by 
the [Chief Executive/ Board]. The Audit Committee chair, and the committee as appropriate, will be 
consulted as part of the process.
As part of a comprehensive quality assurance program, the Head of Internal Audit will arrange for 
an independent review of the efficiency and effectiveness of the operations of the internal audit 
function at least every five years. The results of the quality assurance program and, in particular, of 
the external review, will be reported to the Audit Committee.
Review of the charter
This charter will be reviewed at least annually by the Audit Committee. Any substantive changes 
will be formally approved by the [Chief Executive/Board] on the recommendation of the Audit 
Committee.
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Toolset
This section contains a series of tools and templates drawn from actual practice in public 
sector organisations that internal audit functions may find useful. Tools should be tailored 
to the needs of individual organisations and their use considered in the context of the 
resourcing of the internal audit function.
The purpose and context of use of these tools is described in Part 1.
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Proforma internal audit strategy
The format and content of an entity’s internal audit strategy is a matter for agreement 
between the Audit Committee and the Head of Internal Audit. Entities should develop an 
internal audit strategy that suits their own environment and governance arrangements. This 
document contains the major elements that could be expected in such a strategy.
Introduction
This strategy describes in broad terms the role of internal audit in addressing the assurance 
requirements of the entity. 
The strategy also describes the management approaches that will be implemented over the period 
covered by the strategy, aimed at enabling internal audit to meet its responsibilities.
Methodology
This section will briefly outline the approach followed in developing the strategy and the key 
stakeholders consulted.
External environment
This section will identify issues and trends relevant to the entity that arise from the external 
environment and that may impact on the achievement of the entity’s objectives. Such issues could 
come from a number of sources, including:
 f parliamentary and government accountability/regulatory requirements; 
 f regulatory changes;
 f economic climate;
 f governance trends; and
 f internal and external audit and accounting trends.
Internal environment
This section will summarise the goals, objectives and major initiatives of the entity. This will be 
derived from a review of key strategic and other planning documents and discussions with the Chief 
Executive/Board, members of the Audit Committee and senior managers.
Additionally, it would be expected to outline the governance arrangements established within the 
entity to the extent that they are relevant to the assurance processes.
The aim of this section is to provide the reader with an overview of the entity’s business and future 
plans. 
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Entity key business risks
This section will describe the major high-level risks identified as part of the entity’s risk management 
framework and discussions with key stakeholders. Where there is a less than mature risk 
management framework, it may be necessary for internal audit to conduct its own risk analysis.
The aim of this section is to identify those risks that arise out of the entity’s environment and future 
direction that may be addressed by internal audit and to provide a link between the proposed 
direction and priorities of internal audit and the risks of the entity. 
Examples of risks could include:
 f being unable to deliver core services and maintain key financial and operational controls in 
a period of rapid change; 
 f an inability to generate sufficient revenue;
 f a lack of coordination of service delivery with other government entities at the Australian, 
state and local government levels and non-government organisations; 
 f delays and cost blow-outs in major projects; and
 f security and business continuity. 
Assurance mapping
This section maps the identified business risks or business processes to the various assurance 
activities and assurance providers such as management monitoring, internal quality assurance, 
regulators, internal audit and external audit. The aim of this mapping is to identify, for the benefit 
of the Chief Executive/Board and the Audit Committee: any risks that are not being addressed by 
either internal audit or another assurance or review activity; or functions or risks where assurance 
is being provided by more than one such activity. 
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Principles of coverage
This section will describe how the areas of major audit effort will be determined. The aim of 
the section is to be able to demonstrate that the planned audit program will be relevant to the 
identified risks, and to identify where gaps might exist. In the light of this information, the Audit 
Committee is then in a position to make an informed decision on the proposed audit coverage for 
any given period.
Issues that might be addressed include:
 f compliance versus performance activities;
 f geographical coverage; and
 f consideration of small-scale operations.
Internal audit resourcing
The strategy should consider and outline the type of service delivery model and the funding and 
skills necessary to deliver the internal audit responsibilities.
Internal audit management strategies
This section will describe the management strategies that will be adopted to achieve the internal 
audit goals and deliver the audit program.
Examples of management strategies might include:
 f changes in work practices, staff development strategies and enhancement of audit 
methodologies to assist in ensuring that internal audit meets the needs of stakeholders and 
delivers value for money;
 f a review of the internal audit professional development program;
 f the introduction of new audit technology;
 f benchmarking exercises or external reviews; and
 f the introduction of secondment programs and/or outsourcing programs aimed at ensuring 
internal audit has the necessary skilled and experienced staffing resources to deliver the internal 
audit annual work plan.
57 Toolset
Pr
of
or
m
a 
in
te
rn
al
 a
ud
it 
st
ra
te
gy
Risks to the internal audit strategy
This section will describe the major risks affecting the internal audit objectives and the strategies 
that will be implemented to manage such risks.
The following example illustrates some possible risks.
Risk event Description of risk Mitigation strategy
Risk 
owner
The expiration 
of the external 
provider contract 
in 15 months 
time.
This has the potential to result 
in delays in the audit program if 
there is a change in audit service 
provider. There is also the risk 
of increased costs, in line with 
market changes over the last three 
years.
Immediate review of service 
delivery options followed by 
early commencement of the 
tendering process.
Head of 
Internal 
Audit
Increase in 
staff turnover.
Turnover of in-house audit staff  
is a significant risk over the next  
12–18 months as senior staff 
approach retirement age. 
Allowance has been made  
for managing staff retention  
and recruitment activities  
and the introduction of a 
secondment program.
Head of 
Internal 
Audit 
Management 
requests 
additional audits.
Internal audit unable to respond  
in a timely way to requests for 
additional audits that have not 
been included in the audit work 
plan.
Program includes allowance 
for urgent and unforeseen  
tasks to replace low-priority 
program items subject to 
approval by Chief Executive/ 
Board or Audit Committee.
Audit 
Committee 
Performance measures
This section will list the performance measures that will be used to gauge the performance of 
internal audit and any changes in measures or targets over time.
Review of strategy
This section will describe the timeframe and arrangements to be made for the review and update 
of the strategy.
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Proforma internal audit work plan
The format and content of internal audit’s work plan is a matter for agreement between 
the Audit Committee and the Head of Internal Audit. Entities should develop an annual 
work plan that suits their own environment and governance arrangements. This document 
contains the major elements that could be expected in a comprehensive internal audit work 
plan.
Introduction
This document contains the [Entity] internal audit work plan for [insert period] and outlines the 
specific audit activity that will be undertaken.
Part A provides an overview of coverage and part B details the internal audits to be delivered over 
the life of the plan.
Methodology
This section will briefly outline the approach followed in developing the plan and the key stakeholders 
consulted. It should refer to the risk assessment used as the basis for prioritisation, and detail the 
last time it was updated and by whom.
Part A—Plan Overview
Audit coverage
This section will describe where the major audit effort will be concentrated and the areas that 
will receive little, or no, audit attention. It could describe not only the subject matter that will be 
addressed but also the types of audits and the business units and/or geographical location of 
audit coverage. The aim of the section is to be able to demonstrate that the planned audit program 
is relevant to the identified risks, and to identify where gaps exist. In the light of this information, 
the Audit Committee is then in a position to make an informed decision on the proposed audit 
coverage.
For ease of presentation, the proposed audit coverage could be summarised as shown in the 
example. It shows which audits are proposed to be conducted over the period of the plan and 
includes:
 f audit theme;
 f audit title;
 f business area responsible;
 f type of audit; and
 f priority.
Previous audits and planned audits 
To assist the Audit Committee and other stakeholders to place the planned audit coverage in 
context, it is useful to provide details of the proposed coverage, by theme, over the two forward 
periods and to provide an indication of coverage for the previous two periods. An example of how 
this may be presented is illustrated in the following table.
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Audit resources
This section details the financial and human resource budgets for audit activities, including the 
previous period and forward periods for comparative purposes. 
Budget
Period-1 
 $
Current 
Period 
$
Period 
+1 
$
Period 
+2 
$
Staff (including overheads)
Travel & accommodation
External service provider
Total
Human resources
Year 
-1 Days
Year 
1 Days
Year 
2 Days
Year 
3 Days
Available days:  
In-house staff 
External service provider(s)
Total available days
Less days applied to non-audit activities1 
Total available internal audit days
Internal audit support activities
Development of the internal audit strategy 
and work plan
Monitor audit and other report 
recommendations
Prepare annual assessment report
Support to the Audit Committee
Manage audit program
Staff recruitment/training
External auditor liaison
Other internal audit support activities 
Total internal audit support activity days
Total available for annual work plan 
1 If specified in the internal audit charter.
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This information can be illustrated graphically: 
Compliance audits
Performance improvements audits
Advisory
Audit support activities
Year
P
er
ce
nt
ag
e
1 2 3
20
0
40
60
80
100
Allocation of resources by activity
Business Unit 1
Business Unit 2
Business Unit 3
Program X
Year
P
er
ce
nt
ag
e
1 2 3
20
0
40
60
80
100
Allocation of resources by area responsible
Resource allocation
There are a number of options that can be used to illustrate the allocation of internal audit resources 
in the internal audit work plan. Some of these are illustrated in the following diagrams.
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Resource allocation
Allocation of resources by 
area responsible
Business Unit 1
Business Unit 2
Business Unit 3
Program X
Across entity
Allocation of resources by activity
Audits
Advisory services
Audit support activities
Allocation of resources by 
audit orientation
Compliance orientation
Performance improvement orientation
Allocation of resources by 
audit theme
Governance
Program performance
Strategy/planning
Human resources
Financial
Review of plan
This section will describe the timeframe and arrangements to be made for the review and update 
of the plan. 
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Example list of contents—internal audit manual
An internal audit manual documents the policies and procedures for conducting audits and for 
managing the internal audit function. It is an important aid in assisting internal audit to produce 
high-quality audit reports that meet the expectations of stakeholders. 
The audit manual should be tailored to the individual needs of entities and this example is only 
a guide. Internal audit managers are encouraged to review their audit manuals against this 
example list of contents.
Introduction
Purpose of internal audit 
Purpose of the manual
Application to in-house staff and external providers
Review of audit manual
Overview of entity internal audit
Audit Committee charter 
Internal audit charter 
Structure of entity internal audit 
Roles and responsibilities of in-house and external provider positions 
Internal audit protocol with entity management
Internal audit professional standards
Auditing frameworks 
Strategic planning
Major tasks in developing the internal audit strategy
Timing of tasks
Responsibilities for tasks
Development of the internal audit work plan
Major tasks in developing the work plan 
Timing of tasks
Responsibilities for tasks
Overview of the audit process
Preliminary research
Review proposal
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Internal audit assignment planning
Preliminary research
Scoping discussions with executive management
Preparing the assignment plan
 f objectives 
 f scope
 f methodology
 f timing
 f resources
Entry interview
Fieldwork
Undertaking fieldwork
 f development of plans
 f documentation
 f analysis
 f testing
Techniques for collecting evidence and testing controls
Mid-point review
Support tools available
Supervision arrangement
Quality assurance processes
Reporting
First draft report
Exit interview
Final draft report
Obtaining management response
Completing the final audit report
Audit findings and recommendations rating system
Report format
Document styles/templates
Post-assignment events
Assignment evaluation by sponsor
Evaluation and debrief of internal auditor/external provider
Disseminating better practice and lessons learnt
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Recommendation monitoring and reporting
Monitoring implementation of audit and other report recommendations
Reporting progress to the Audit Committee
Appendices
Managing external service providers
Policy and guidance
Servicing the Audit Committee
Committee papers
Internal audit management reports
Assessing internal audit performance
Quality assurance review
Key performance indicators
Records management
Audit working papers
Audit records retention and disposal rules
Security procedures
Confidentiality
Data and document security
Asset security 
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Example internal audit protocol 
The format and content of the internal audit protocol is a matter for the Head of Internal Audit 
in consultation with entity management. This example includes the key points found in a better 
practice internal audit protocol. 
This type of document is intended for general reference by both management and internal audit 
and therefore ought to be made widely available (for example, by publication on the entity intranet).
Entities are encouraged to review their existing protocol against this better practice example.
Introduction
This protocol outlines the respective roles and responsibilities of internal audit and management in 
the course of an audit and the opportunities for consultation during the audit process.
The purpose, responsibilities and authority of the internal audit function are set out in the Internal 
Audit Charter which was approved by the [Chief Executive/Board].
Planning and consultation
Internal audit prepares an internal audit strategy and a work plan in consultation with the [Chief 
Executive/Board] the Audit Committee and senior management. The internal audit strategy provides 
the context for internal audit activity. The audit work plan is based on the risks facing [entity] and the 
business improvement opportunities available to [entity].
The internal audit strategy and work plan are approved by the [insert as agreed]. The audit work 
plan is available at [entity intranet address].
In addition, internal audits not on the work plan can be commissioned by the [Chief Executive/
Board], the Audit Committee or management.57
Audit process
The various stages in the audit process are outlined below.
Preliminary consultation
Prior to commencing the audit, internal audit will consult with the relevant senior manager on the:
 f objectives and scope of the audit;
 f likely commencement date and duration;
 f locations to be visited; and
 f nomination of a responsible manager from the area audited.
Any significant changes from the scope documented in the approved work plan will be subject to 
approval by the Audit Committee.
57 Audits commissioned by management and not included in the audit work plan require the agreement of the Audit Committee.
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Opening interview 
An opening interview will be conducted shortly before the start of the audit with management of the 
area to be reviewed. The purpose of the opening interview is to:
 f enable the audit team to meet key staff of the area being reviewed;
 f clarify the objectives, scope and timing of the audit;
 f provide an opportunity for staff of the area being reviewed to present their views and perspectives 
on the matters subject to audit; 
 f finalise the plan for conducting the audit in terms of timing, duration, staff involvement; and
 f arrange access to buildings, personnel, files, systems and data in order to commence fieldwork.
Fieldwork
Internal audit is committed to a ‘no surprises’ approach and ongoing discussions will be held with 
management as findings emerge and conclusions are developed. At the mid-point of the audit, a 
formal meeting will be sought with the audited area to discuss the progress of the internal audit and 
any emerging issues.
If necessary, internal audit will communicate significant matters of concern to the Chief Executive 
and/or the Audit Committee prior to the completion of the final report.
At the conclusion of the fieldwork, internal audit will hold discussions with nominees of the audited 
area. The aim of the discussions is to explain the issues identified by internal audit and to develop 
practical responses in cooperation with the area under review.
Exit interview 
Following the discussions, internal audit will prepare a first draft report to be used as the basis for 
discussion at an exit interview. 
The purpose of the exit interview is to:
 f advise management about the provisional findings, conclusions and recommendations;
 f afford management the opportunity to correct any misunderstandings or misinterpretations;
 f discuss findings and conclusions and obtain management’s views; and
 f discuss the practicality of recommendations and timeframes for any remedial action.
Draft report
Internal audit will issue a final draft audit report promptly following the exit interview, generally within 
10 working days.
Management comments
On receipt of the final draft report, management of the work area under review should:
 f consider the findings and recommendations in the draft report;
 f formally advise internal audit whether management agrees or disagrees with the recommendations 
in the draft report;
 f where management agrees with a recommendation, management should:
•	 prepare an action plan to address the recommendation; 
•	 set a timeframe for implementing the action plan; and
•	 nominate the individual responsible for implementation;
 f where management disagrees with a recommendation, the reason for the disagreement should 
be provided.58
58 While management agreement is not always necessary, it would be expected that discussions would be held with the aim 
of reaching agreement. The reasons for any disagreement will be included in the final audit report together with any internal 
audit response.
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If any residual errors of fact remain, management must notify internal audit promptly. 
Management comments are required within [insert number of days] working days of the receipt of 
the draft report so that they can be included in the final report.
Final report
Within five working days of the receipt of management comments, internal audit will issue a 
final report to:
 f the Chief Executive;
 f the Chair and members of the Audit Committee; and
 f management of the audited area.
Where appropriate, lessons learnt and examples of better practice will be disseminated to a wider 
audience in [entity].
A client satisfaction questionnaire will be sent with the final report. The manager of the audited area 
should complete the client satisfaction questionnaire and return it to the Head of Internal Audit. The 
Head of Internal Audit will follow up on any feedback indicating possible shortcomings in internal 
audit performance.
Monitoring the implementation of agreed recommendations
The Audit Committee is responsible for examining all internal audit reports and monitoring the 
implementation of recommendations.
Internal audit assists the Audit Committee in monitoring progress in implementing agreed 
recommendations. Internal audit will, therefore, periodically seek advice from management 
regarding progress in implementing agreed recommendations. 
With the endorsement of the Audit Committee, internal audit may conduct further reviews with a 
view to determining whether agreed action has been completed and the reported issue satisfactorily 
addressed.
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Example key performance indicators
Measuring performance over time using a number of key performance indicators (KPIs) linked 
to internal audit objectives, and acting on the results, is important for an effective internal 
audit function. 
The most appropriate KPIs will vary according to the objectives and structure of the internal 
audit function, but entities are encouraged to review their existing key performance indicators 
against the following example indicators.
Performance indicator Target Actual
Percentage 
variation
Performance 
against plan
Number of audits completed—against 
approved work plan
% resources applied to approved work plan
% resources applied to management 
requests
Stakeholders Audit Committee assessment of overall 
contribution of internal audit (from Audit 
Committee survey questionnaire)
Client assessment of overall satisfaction 
(from client survey questionnaire)
Staff 
capability
% staff meeting continuing professional 
education requirements
% staff turnover
Overall 
contribution
Audit Committee assessment of the extent 
audits identified key issues (from Audit 
Committee survey questionnaire)
Audit Committee assessment of the 
contribution internal audits made to 
greater assurance and/or improvements 
in performance (from Audit Committee 
survey questionnaire)
Clients’ assessment of benefits resulting 
from internal audits (from client survey 
questionnaire)
Coverage of organisation (% risks, 
% expenditure)
Recommendations agreed
Cost of 
services
Cost of delivered internal audit service Budget
Comparison of cost per internal audit 
hour with other functions.
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Example internal audit questionnaire— 
Audit Committee
The views of the Audit Committee on the performance of internal audit should be sought 
periodically, but at least annually.
This example questionnaire is designed for use by the Audit Committee to provide feedback to 
the Head of Internal Audit on the performance of the internal audit function. The questionnaire 
would generally be completed by each member of the committee; it can be completed by the 
committee as a whole.
Entities are encouraged to review their existing Audit Committee internal audit survey 
questionnaire against this better practice example.
Circle the numbers that correspond with your assessment.
Rating scale
Importance: 1 = Low importance 2 = Medium importance 3 = High importance 
Performance: 1 = Strongly disagree 2 = Disagree 3 = Agree 4 = Strongly agree
Importance Performance
Audit Committee secretariat activity (where appropriate)
Audit Committee papers were distributed in sufficient time prior 
to the meetings.
1  2  3 1  2  3  4
Audit papers provided adequate pre-meeting information. 1  2  3 1  2  3  4
Audit papers were presented in a professional, well-ordered,  
clear and concise manner.
1  2  3 1  2  3  4
The information provided in the audit papers assisted the 
Audit Committee to fulfil its responsibilities under its charter.
1  2  3 1  2  3  4
Any changes suggested to the audit papers were implemented 
in a timely manner.
1  2  3 1  2  3  4
Minutes from meetings are accurate, concise and distributed 
in a timely manner.
1  2  3 1  2  3  4
Meetings
Internal audit actively participates in meetings. 1  2  3 1  2  3  4
Internal audit offers suggestions and solutions to issues 
during discussions.
1  2  3 1  2  3  4
Internal audit service providers(s) contribute appropriately to the 
meeting. (Delivery model 3 or 4)
1  2  3 1  2  3  4
Entity internal audit strategy and work plan
The internal audit strategy is aligned to the entity’s business and 
operating environment (including key issues and business risks), 
its strategy and its key priorities.
1  2  3 1  2  3  4
The internal audit strategy takes into account the work of other 
sources of assurance and review.
1  2  3 1  2  3  4
The work plan is appropriately aligned with the internal audit 
strategy.
1  2  3 1  2  3  4
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The internal audit strategy and work plan, as presented to the 
Audit Committee:
1. was developed in consultation with the Chief Executive, the 
Audit Committee, senior management and any service providers;
1  2  3 1  2  3  4
2. took into account past internal audit and external audit activity, 
findings and recommendations;
1  2  3 1  2  3  4
3.  is an appropriate mix between compliance audits, performance 
audits and advisory services;
1  2  3 1  2  3  4
4.  contains sufficient detail to describe the nature of the assurance 
work; and 
1  2  3 1  2  3  4
5. adequately details the objectives, scope, resource requirements 
and timeline for each review.
1  2  3 1  2  3  4
The internal audit activity has not been adversely affected by 
resource constraints.
1  2  3 1  2  3  4
Audit reports
The issues addressed by each audit assignment are appropriate 
to the business needs of the entity.
1  2  3 1  2  3  4
Audit assignments are completed in a timely manner. 1  2  3 1  2  3  4
Reports satisfactorily address the agreed internal audit objectives. 1  2  3 1  2  3  4
Reports are well structured, clear and concise. 1  2  3 1  2  3  4
Reports reflect a realistic understanding of the area under review. 1  2  3 1  2  3  4
Recommendations are practical and cost-effective to implement. 1  2  3 1  2  3  4
Overall, internal audit represents good value for money and internal 
audits focus on key issues.
1  2  3 1  2  3  4
Better practice suggestions and lessons learnt are disseminated to 
relevant areas of the entity.
1  2  3 1  2  3  4
Internal audits contribute to greater assurance and/or improvements 
in performance.
1  2  3 1  2  3  4
Overall contribution
Overall, internal audit has made a valuable contribution to the 
achievement of the entity’s objectives.
1  2  3 1  2  3  4
Please use the space below to explain any specific ratings, to provide additional comments, or to 
offer suggestions for improvement.
Comments:
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Example internal audit questionnaire— 
Client Survey
To assist in maintaining the efficiency of the audit process and the quality of the audit report it 
is important to seek the views of management immediately after an audit has been finalised. 
This example client survey questionnaire is designed to assist the Head of Internal Audit 
to collect the views of management about the audit. Where there are significant areas of 
disagreement the Head of Internal Audit should explore the matters further.
Circle the numbers that correspond with your assessment.
Rating scale
Importance: 1 = Low importance 2 = Medium importance 3 = High importance 
Performance: 1 = Strongly disagree 2 = Disagree 3 = Agree 4 = Strongly agree
Importance Performance
The timing of the internal audit was appropriate. 1  2  3 1  2  3  4
My staff and I were given the opportunity to provide input, including 
any concerns and our perspectives, to the planning process. 
1  2  3 1  2  3  4
The internal audit focused on issues that were important. 1  2  3 1  2  3  4
The internal auditor(s) kept me informed throughout the process  
on a timely basis, especially in relation to adverse circumstances. 
1  2  3 1  2  3  4
The internal auditor(s) demonstrated a good knowledge of  
the subject matter.
1  2  3 1  2  3  4
The internal auditor(s) demonstrated professionalism and an 
objective approach.
1  2  3 1  2  3  4
There was no undue disruption to my workplace during the audit 
and our work environment was respected, e.g. safeguarding of 
documents and access to facilities.
1  2  3 1  2  3  4
I was given the opportunity to provide input on the findings and 
conclusions, and on the recommendations made to address them.
1  2  3 1  2  3  4
Conclusions reached were adequately supported by relevant facts 
and thorough analysis. 
1  2  3 1  2  3  4
The internal audit was completed in an appropriate timeframe. 1  2  3 1  2  3  4
The internal audit report was balanced and constructive. 1  2  3 1  2  3  4
Recommendations were practical, realistic, and cost-effective. 1  2  3 1  2  3  4
The internal audit was of benefit in providing me with assurance that 
there were no major weaknesses and/or helped me to manage my 
business better.
1  2  3 1  2  3  4
Overall, I was satisfied with internal audit. 1  2  3 1  2  3  4
Please use the space below to explain any specific ratings, to provide additional comments, or to 
offer suggestions to improve future internal audits
Comments:
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Example internal audit questionnaire— 
Self-review
This self-review questionnaire is designed to assist the Head of Internal Audit to assess whether 
the key elements of a better practice internal audit function are in place.
Circle the numbers that correspond with your assessment.
Rating scale
Ratings: 1 = Strongly disagree 2 = Disagree 3 = Agree 4 = Strongly agree
Rating
Position
You have the confidence and support of: 
 f the Chief Executive
 f the Board (where applicable)
 f the Audit Committee
 f senior management, and 
 f line management.
1  2  3  4
1  2  3  4
1  2  3  4
1  2  3  4
1  2  3  4
You have direct access to the Chief Executive/Chair of the Board and the Chair of the 
Audit Committee.
1  2  3  4
Internal audit is part of an integrated governance framework. 1  2  3  4
The internal audit charter is up-to-date and clearly articulates the roles, responsibilities 
and accountability lines of the internal audit function.
1  2  3  4
Your role is clear and well understood by management and staff in the entity. 1  2  3  4
You have access to all entity records, information and staff in the conduct of your work. 1  2  3  4
You and your staff know the entity’s business and the risks it faces. 1  2  3  4
Planning and organising
There is an internal audit strategy and internal audit work plan that are aligned with the 
entity’s business objectives, risks and major business systems and processes.
1  2  3  4
You have access to sufficient skilled and experienced staff and financial resources to 
meet your responsibilities and the expectations of key stakeholders.
1  2  3  4
Internal audit’s working practices are efficient and effective and are supported by an  
up-to-date Internal Audit Manual.
1  2  3  4
Internal audit makes appropriate use of technology in planning, execution and 
reporting of reviews.
1  2  3  4
Delivery
Relevant professional standards are adhered to. 1  2  3  4
There is adequate supervision of audit work and review of audit reports. 1  2  3  4
Internal audit reports provide an opinion relevant to the objectives of the review. 1  2  3  4
Internal audit reports rate the risk exposure of findings to the entity. 1  2  3  4
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Rating
Position
All audit recommendations are practical, cost-effective to implement and are risk-rated. 1  2  3  4
Overall, the quality of internal audit work is appropriate. 1  2  3  4
Outstanding agreed internal and external audit, Parliamentary Committee 
recommendations and those of other relevant bodies, are monitored effectively, and 
progress in implementing recommendations is reported periodically to the Audit 
Committee.
1  2  3  4
Examples of better practice and lessons learnt are disseminated to relevant areas of 
the entity.
1  2  3  4
An annual report that assesses the effectiveness of the entity’s internal controls and 
identifies systemic issues is provided to the Audit Committee, where requested.
1  2  3  4
The key performance indicators provide effective accountability and drive 
performance improvement.
1  2  3  4
The internal audit function is reviewed periodically. 1  2  3  4
Service provider (Delivery Model 2, 3, 4)
The service provider has developed an effective working relationship with the entity. 1  2  3  4
Internal audit has been able to access specialist skills from the service provider 
when needed.
1  2  3  4
The service provider has been diligent in identifying and addressing potential or 
perceived conflicts of interest in relation to services provided.
1  2  3  4
Supplier invoices contain appropriate detail (or necessary supporting detail is available 
on demand).
1  2  3  4
Please use the space below to explain any specific ratings, to provide additional comments, or to 
offer suggestions to improve future internal audits
Comments:
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A
Advisory Services, 10–12
 definition, 2
annual reporting, 41
annual work plan progress report proforma, 71
assurance and review activities, 22
assurance mapping, 7, 12, 22, 53–5
assurance services, 12
 definition, 2
Audit Committee
 definition, 2
 establishment of, 1
 example questionnaire, 74–5
 internal audit, relationship with, 1, 17–18
 reporting to, 50
 review of charter, 13
audit report recommendations, 42
 monitoring, 42–3
 monitoring implementation of, 70
 progress report proforma, 72
Australian Auditing Standards (ASAs), 6
B
Board
 approval of charter, 14
 definition, 2
 delegation of administrative responsibilities, 5
 internal audit, relationship with, 17
budget, 22, 29
business objectives, 23
C
CAC Act Entity, reporting lines of, 5
Chief Audit Executive see Head of Internal Audit
Chief Executive
 approval of charter, 14
 definition, 2
 delegation of administrative responsibilities, 5
 internal audit, relationship with, 16
Chief Financial Officer (CFO)
 conflict of interest, where, 5
Chief Internal Auditor see Head of Internal Audit
client survey, 76
Compliance
 Certificate of Compliance, 8–9, 41
 Compliance audit, 3, 8
 Focus, 29
 report, 48
 Review of, 13
 Risk, 26
co-sourced function see outsourced 
function
Commonwealth Authorities and Companies 
Act 1997 (CAC Act), 1, 2, 4, 5, 8,
17, 24, 31
communication, effective, 37–8
Comprehensive Assurance Framework, 7
confidentiality, 18, 41–2, 47–8
consultation, 40, 68
continuous auditing, 10–11
control environmenti, assessment of, 9
costing of individual audits, 28
D
draft reports, 40, 69
due care, 38–9
E
entity
 control framework, 6
 definition, 2
 external assurance activities, 6
 goals and objectives, 21
 internal assurance elements, 6
 key business risks, 53
 risk management plan, 22
 risk profile, 21
 values, relevance of, 6
exit interview, 69
external audit
 direct assistance to, 27
 responsibilities in relation to, 12–13, 49
external auditor
 internal audit, relationship with, 19
 views of, 26
external context
 strategy, influence on, 21
external review mechanisms, 12
F
fieldwork, 36, 66, 69
final report, 41, 70
Financial Management and Accountability 
Act 1997 (FMA Act), 1, 2, 4, 5, 8, 9, 13, 16, 
17, 24, 31
FMA Act Entity, reporting lines of, 5
Financial Management and Accountability 
Regulation 22C, 6, 13, 17, 24
fraud control, 11–12
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H
Head of Internal Audit
 accountable to, 5
 appointment, 33
 Audit Committee, relationship with, 17–18
 charter, development of, 13
 definition, 2
 objectivity, reinforcement of, 4
 responsibilities, 32
 role, 32
I
independence, 4, 5, 7, 10, 12, 14, 35, 47
Information technology, 2, 9, 10, 19, 22, 48, 56
internal audit charter, 13–14
 contents of, 14–15
 model, 15, 47–50
 review of, 14, 50
internal audit service, 13
International Standards for the Professional 
Practice of Internal Auditing, 6
K
key performance indicators (KPIs), 44, 73
key stakeholders, relationships with, 16–19
M
management comments, 69–70
management strategies, 23, 56
manual, example list of contents, 65–7
monitoring progress, 38
N
new programs, systems and processes, 10
non-audit activities, 12
 definition, 3
O
objectives and scope, 26 
objectivity, 38–9
 requirement of, 4
 when impaired, 4
opening interview, 69
operational independence, 4, 7, 10
outsourced function, management of, 34–5
P
performance assessment, 44–5
 measurement techniques, 45
performance improvement audit, 9
 definition, 3
performance report, 45
planning, 20, 37, 49, 68
protocol, example, 68–70
Q
quality assurance, 22, 26, 32, 46
questionnaire example
 Audit Committee, 74–5
 client survey, 76
 self-review, 77–8
R 
resource allocation, 60–2
responsibilities, 48–9
review bodies
 internal audit, relationship with, 19
risk management framework, 11, 53
role, 48–9
 determining, 6–13
 specific considerations, 7
S
scope of activity, 47
self-review questionnaire, 77–8
senior management
 internal audit, relationship with, 18
service delivery models, 29–32
 cost, 31
 flexibility, 31
 skill and experience required, 31
 small entities, considerations for, 31
 staff, ability to attract and retain, 31
 viability, 32
stakeholder expectations, 22
strategy, 20
 contents of, 23–4
 development of, 21–3
 proforma, 52–7
 purpose of, 20–1
 risks to, 57
support activities, 12, 27
 definition, 2
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W
work plan, 24
 amendments to, 28
 annual, proforma, 71
 contents of, 27–8
 costing of individual audits, 28
 coverage 25–6
 development of, 24–7
 external auditor, views of, 26
 implementation of recommendations progress 
report proforma, 72
 objectives and scope of audits, 26
 principles for developing, 23
 proforma, 58
 size and nature of, 26–7
 support activities, 27
 timing of, 28
 topics, prioritising, 25
Public Sector Internal Audit
The Financial Management and Accountability Act 1997 and 
the Commonwealth Authorities and Companies Act 1997 
were replaced by the Public Governance, Performance and 
Accountability Act 2013 (PGPA Act) and supporting rules on 
1 July 2014. The PGPA Act provides a common legislative 
framework for the governance, performance and accountability 
of all Commonwealth entities.
The ANAO proposes to update this Guide in 2015-2016.
Further information on the PGPA Act is available at:
www.pmra.finance.gov.au
